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A LEGISLATIVE CURB ON THE JUDICIARY 


It is generally said that American courts, both state and federal, 
have a power which the courts of no other country possess, namely, 
the power to decide upon the constitutionality of legislative enact- 
ments. So broad a statement is perhaps erroneous, since the 
courts of the German Empire also have the power to declare a law 
of any member-state of the empire unconstitutional because it is 
either formell (in form, or in the method of its enactment) or 
sachlich (in substance, or on account of its content) contrary to 
the imperial constitution; some German state courts and writers 
also assert that these courts have the power to declare uncon- 
stitutional the enactments of their co-ordinate legislative bodies. 
But the result of this activity on the part of the German courts 
would be entirely different from the result in the case of our courts, 
first, because the German constitutions contain no such general 
clauses as do our constitutions which enable the courts to substi- 
tute their theories of social economy and public policy for those 
of the legislative bodies—and they have done this in the United 
States in spite of what the courts may say in their defense 
—and secondly, because the German constitutions are amendable 
by the same process and by the same bodies which pass the laws. 
What is unique in our system is the effect of the exercise of this 
function by the courts in inhibiting certain legislation for a long 
time or practically forever because of the comparative difficulty of 
amending our constitutions, especially the federal Constitution. A 
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power of the courts which has such an effect is, therefore, of tre- 
mendous importance, especially in a popular government in which 
it can be used as a censorship to set at naught the will of the people 
as expressed by their representatives. It is claimed by many that 
some of our courts have abused the power in this way. 

It is not strange, therefore, that there has been much discussion 
of this power during recent years. Researches have been made to 
determine whether the founders of the constitution really intended 
that the courts should have it.t There seems little doubt that the 
founders intended the courts to have it,? although there is as little 
doubt that they could not foresee the extent of its use—and perhaps 
its abuse. But whether the power is a judicial usurpation or not, 
it is certain that the courts will not give it up unless legal and 
constitutional means exist to take it from them. 

The opposition to this so-called judicial veto power has been 
associated with the general spirit of dissatisfaction with the courts 
which is partly incident to the period of social and economic unrest 
through which we are passing and partly due to the formalism and 
doctrinarianism into which our law has fallen and to its inability 
to adjust itself to business and life. Together these causes of dis- 
content have led to the putting-forth of a number of reforms. 
Chief among those which were the subject of the greatest popular 
discussion were the recall of judges and the recall of judicial deci- 
sions. Professor Pound’ has even proposed the recall of the law 
teacher. However, all of these proposals are such radical departures 
and seem to be fraught with so many disadvantages that they are 
not likely to find very ready acceptance. 

Conservative persons have pointed out that by providing a 
power of amendment the constitutions themselves all offer a way of 
overruling the courts when they block the path of legislation which 
the popular will demands. But to many‘ this method seems too 


* Dougherty, Power of Federal Judiciary over Legislation; Beard, Political Science 
Quarterly, XXVII, 1 f. 

2 Beard, op. cit. 

3 “Social Problems and the Courts,” American Journal of Sociology, XVIII, No. 
3, D- 331- 

4 Frederick Bruce Johnstone, “An Eighteenth Century Constitution,” Ji. Law 
Rev., VII, No. 5, pp. 280 f. 
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slow and cumbersome. In its favor, however, it may be said that 
the state courts have been the chief offenders in declaring unconsti- 
tutional Jaws which embodied certain very desirable and necessary 
economic and social reforms, and that the state constitutions are 
comparatively easy to amend. In some cases this power of 
amendment has been used in advance when there was any doubt 
of the constitutionality of the desired legislation, as for instance in 
Wisconsin in the case of the income tax law." If this is done the 
delay and work is not so great as when the law is passed first and 
when, after a court’s adverse decision, the constitution must be 
amended and the law passed again.? The latter course, con- 
sidering the changes of sentiment incident to popular government 
and the biennial elections of our legislatures, is a considerable 
hardship for the earnest reformer. 

But our state courts also have the power to adjudge legislation 
unconstitutional because it violates the Constitution of the United 
States; and when they so decide, there is no appeal to the 
United States Supreme Court, for an appeal is given only when the 
decision is in favor of the constitutionality of the state legislative 
enactment.’ It is this state of the law which creates our present 
situation in which certain things are constitutional in some states 
and unconstitutional in others on account of the United States 
Constitution. Thus a workmen’s compensation law is constitu- 
tional in Wisconsin‘ and Washington‘ and unconstitutional in New 
York,® although, it is true, the New York court based its decision 
on the New York constitution. It has been said repeatedly that 
the Ives case in New York which aroused such a storm of criticism 
would very likely have been overruled if it could have reached the 

* Laws of Wisconsin, 1911, chap. 658; Laws of Wis., 1907, chap. 661; and Laws 
of Wis., 1909, p. 857. 

2If one would see how freely this power of amendment is being used in some 
states, one has only to look at the constitutional amendments in the Wisconsin Session 
Laws for 1909 or 1911 to see the number pending at one time. In Indiana this would 
be impossible because by the peculiar provision of its constitution only one con- 
stitutional amendment may be pending at one time. 

3 United States Revised Statutes, Sec. 709. 

4 Borgnis et al. v. Falk Co., 147 Wis. 327. 

5 State ex rel. v. Clausen, 117 Pacific 1191. 

6 Ives v. S.B. Ry. Co., 201 N.Y. 271. 
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United States Supreme Court and had depended on the federal 
Constitution only. There are many instances of a similar nature." 

But, as a change in this matter has already been thoroughly 
agitated and has even been embodied in at least one of the late 
political platforms, and as this is merely a matter of a change in a 
statute which Congress has full power to make, perhaps we may 
hope soon to see the law fixing the jurisdiction of the federal courts 
so changed as to make the United States Supreme Court the final 
arbiter in all cases involving the federal Constitution, including 
cases arising under state statutes. 

In cases arising under federal statutes one can always get into a 
federal court under the present law whether the cases originate in a 
state or federal court. Then, if the state questions in a state law 
were provided for by constitutional amendments, the question of 
the constitutionality of the law must ultimately be decided by the 
United States Supreme Court, even though that tribunal will not 
decide cases unless the decision of a federal question is necessary to 
decide them,” because the sole question then would be the question 
of their constitutionality under the United States Constitution. 
This would leave the federal courts, and more especially the United 
States Supreme Court, to be dealt with. As has been said above, 
the United States Supreme Court has been less open to criticism 
than the state courts, as regards abuse of the power to declare 
laws unconstitutional. 

The warmest conflicts between the courts and the people or the 
legislatures have arisen in regard to the general clauses in the 
constitutions, especially the due process and equal protection 
clauses. It is these undefinable clauses which form the only restric- 
tion on the police power, the greatest of all governmental powers, 
and it is under this power that almosi all of the social and economic 
reforms which are being proposed and which have been enacted in 
other countries must be sustained if they are to be sustained. 
Many persons believe and many courts have held that these clauses 
were meant to embody in the constitutions and to establish as 


t W. F. Dodd, Jilinois Law Review, VI, No. 5 (December, 1911), p. 289. 
2 De Sausure v. Gaillard, 127 U.S. 216, 32 L. Ed. 125; Johnson v. Risk, 137 U.S. 
300, 34 L. Ed. 683. 
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permanent norms of state action the economic, social, political, 
and legal-philosophical theories of the great thinkers who held 
in their spell the founders and all students of their time—that 
is the social-compact theory of the state, the individualist, laissez- 
faire theory of economics, the tripartite division of government 
with its checks and balances, and the other doctrines taught 
by Rousseau, Montesquieu, and the Smith school of economists. 
Such clauses would have no place in any scientifically framed 
constitution because social and economic theories are ever changing 
as social and economic life and conditions change, and the law must 
change with them if it would even approximate justice. But, since 
these clauses are in our constitutions for good or ill, the courts must 
supply the element of flexibility and suitability to changed con- 
ditions by their interpretations of them. Some of the state courts 
have nevertheless clung more or less tenaciously to the idea that 
these clauses must be held to make the natural rights theory and 
the doctrine of non-interference of government, with their corollaries 
of freedom of contract and inviolability of individual rights, part of 
our constitutions, and have nullified legislation the desirability and 
wisdom of which was not questioned even by themselves. The 
United States Supreme Court has usually taken the position that 
the meaning of these general clauses changes with the times. But 
it has not always done so,? especially when it was sought to justify 
a legislative exercise of the police power on the ground, not of 
protection to health or morals, but of economic necessity. When 
the Supreme Court takes its stand against reform legislation it is, 
for all practical purposes, an insurmountable barrier, because the 
United States Constitution is so difficult to amend that this power 
of amendment can be brought into play effectively only in times of 
a great national crisis like the Civil War. The income tax affords 
a good illustration. The constitutional amendment which seeks 
to remove the obstacle of the decision of the United States Supreme 

* Hurtado v. California, 110 U.S. 516, 28 L. Ed. 232; Tullis v. Lake Erie Co., 75 
U.S. 348, 44 L. Ed. 192; El Paso Ry. Co. v. Guiteres, 215 U.S. 87, 54 L. Ed. 106; 


Holden v. Hardy, 169 U.S. 366, 42 L. Ed. 780; Noble State Bank v. Haskell, 219 U.S. 
104, 55 L. Ed. 112. 


2 Lochner v. N.Y., 198 U.S. 45, 49 L. Ed. 937; Pollock v. Farmers’ Loan & Trust 
Co., 158 U.S. 601, 39 L. Ed. 1108; Adair v. U.S., 208 U.S. 161, 52 L. Ed. 436. 
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Court holding such a tax unconstitutional" has but just received the 
approval of the necessary number of states, although the adverse 
decision on the earlier law was rendered in 1895. What might be 
the fate of urgently needed reform legislation if we were to depend 
upon the power of amending the United States Constitution may 
be surmised from this. 

It is also suggested that great moral dissuasion and even 
coercion may be exercised by the legislative bodies to deter the 
courts from declaring laws unconstitutional through the power 
which they have in many cases of abolishing the courts. In this 
respect, the federal courts are in a much weaker position than the 
state courts because only one of them, the United States Supreme 
Court, is a constitutional court. All of the lower federal courts 
could be abolished by Congress, and the jurisdiction of even the 
Supreme Court could be taken away, with the exception of its 
comparatively unimportant original jurisdiction. Its membership 
might also be reduced by failure to appoint on the part of the 
president and Senate or by act of Congress.? But again, these 
methods would be so disastrous in their consequences that they are 
not to be considered. 

For these reasons many are looking for some easier method of 
curbing the United States Supreme Court and also the state courts 
when they prove serious obstacles to reform legislation. Some 
believe the solution is to be found in the legislative power of 
Congress to fix the appellate jurisdiction of the United States 
Supreme Court and the entire jurisdiction of the lower federal 
courts, and in the power of many state legislatures to fix or at least 
to limit the jurisdiction of their highest courts. That is, Congress, 
or a state legislature in a similar case, can simply pass a law taking 
away the jurisdiction or power of the courts to adjudge a law 
unconstitutional. This could be done either by a general law 
taking away all power to decide constitutionally, or in special cases. 
One such special case has already been proposed to Congress. 
Congressman Berger of Wisconsin has appended to the old-age 
pension bill which he introduced into Congress a provision that no 


* Pollock v. Farmers’ Loan & Trust Co., 157 U.S. 429, 39 L. Ed. 759 and 1108. 
2 Goodnow, Social Reform and the Constitution, pp. 344 f. 
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court shall adjudge said act unconstitutional and that the juris- 
diction to do so is by said act taken away from the courts. The 
language of the provision is as follows: 

That in accordance with section a, Article 3, of the Constitution, and the 
precedent established by the act of Congress passed over the president’s veto 
March 27, 1868, the exercise of jurisdiction by any of the federal courts upon 
the validity of this act is hereby expressly forbidden. 

Is such a provision valid and will it have the desired effect ? 

The argument in its favor has an appearance of persuasiveness. 
Since Congress confers jurisdiction it can also take it away, and it 
may take away part of the jurisdiction as it sees fit. Congress may 
even take away jurisdiction over a particular subject-matter or a 
particular statute after the court has entered upon the consideration 
of the case. It did this very thing in the noteworthy case of Ex parte 
McArdle,’ which is the authority upon which those who maintain 
that Congress has the power to prevent the courts from deciding the 
constitutionality of laws base their argument, although there are 
many other less striking cases sustaining this power.? In the 
McArdle case certain of the drastic reconstruction acts came up for 
consideration, and Congress, fearing that the Supreme Court would 
hold them unconstitutional, passed a law taking away the appellate 
jurisdiction over this subject. The Court promptly submitted, 
dismissed the appeal, and answered the objection that Congress had 
taken the action only to prevent the acts being held unconstitutional 
by saying: ‘‘We are not at liberty to inquire into the motives of the 
legislature. We can only examine into its power under the Con- 
stitution; and the power to make exceptions to the appellate 
jurisdiction of this court is given in express words.” 

This case, it will be noticed, relates only to the appellate juris- 
diction of the Supreme Court; but there is no doubt that Congress 
has the same power over the jurisdiction of the other federal courts. 
Of course a similar statement would be true of a state legislature 
which had a like power over the state courts. If it follows from 

17 Wall. 506, 19 L. Ed. 264. 

2 Barry v. Mercein, 5 How. 103, 12 L. Ed. 70; In re Vidal, 179 U.S. 126, 45 L. Ed. 
118; The Habana, 175 U.S. 677, 44 L. Ed. 320; Ribas y Hijo v. U.S., 194 U.S. 315, 
48 L. Ed. 994. 

3 Constitution, Art. III, sec. 1; Gaines v. Fuentes, 92 U.S. 10, 23 L. Ed. 524. 
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this case that any part of the jurisdiction of the courts which the 
legislative power wishes to take away may be taken away, it follows 
that we have no further problem of meeting constitutional limita- 
tions; in fact, it follows that our constitutions are no more of a 
restriction on our legislative bodies than is the unwritten constitu- 
tion of England on Parliament, for all the legislative body need do 
is to add to every law a provision that the courts may not adjudge 
it unconstitutional and that the jurisdiction to do so is taken away. 
The law then becomes constitutional because no power exists to 
dispute it. 

If this power exists in our legislative bodies, it is indeed not easy 
to explain “why these important and far-reaching precedents, now 
brought into the limelight by Mr. Berger, have been ignored by 
Congress and the country for more than forty years Neither 
is it easy to explain why, now that he has resurrected them, they 
are still given little or no attention by the press of the country.’ 
If the provision is valid and effective, it means nothing less than an 
entire change in our form of government. 

Goodnow leaves the question of its validity undecided.? But, 
it is believed, the nature of the power which our courts exercise in 
declaring laws unconstitutional has been misconceived. This is 
not in the nature of a veto power or a supervisory power over 
legislation; it is purely a part of the power which the courts have 
to find, declare, and apply the law. 

Our law consists of the common or unwritten law and of the 
constitutionally valid statutory enactments of our legislative bodies. 
An act of the legislature which is either not within its power or is 
expressly prohibited by the constitution is not law at all. This rule 
has always been followed with strict logical consistency‘ and often 

tW. H. M. in The Public, Chicago. 2 Op. cit., p. 348. 

3 Willoughby on the Constitution, pp. 9 {.; Hall, Constitutional Law, p. 46. 

4 The exceptions to this doctrine noted by Willoughby (0). cit., p. 10) may be 
doubted. The cases following Gelpke v. Dubuque are based on an inappropriate 
application of the clause of the Constitution concerning the impairment of contracts 
and the rule as to the law applied by the federal courts in cases in which jurisdiction is 
gained only on account of citizenship of the parties. It is an anomalous doctrine and 
in effect may amount to giving temporary legal effect to an unconstitutional enactment 


but the courts have never consciously given it this effect (Willoughby, ibid., p. 922). 
The courts have also tried to reconcile the doctrine of de facto officers (which 
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with very harsh results. Thus if a statute is not tested before the 
courts for a long time after its enactment and it is then found 
unconstitutional, all transactions which took place in reliance upon 
it are null and void.'' The theory is that the statute never was a 
law. The court does not make the law void, the court simply 
publishes a fact which existed from the time of the passage of the 
law, or, in other words, the court simply refuses to apply a law 
which is no law or to allow someone to use its machinery to assert 
rights which do not exist because they are based on the mere 
phantom of a law. Following this theory, the courts hold that 
when a decision adjudging a statute unconstitutional is overruled 
by a later decision holding the statute valid, it is valid from its 
passage and all transactions ever had under the act are valid.? 
And the rule is strictly extended even to public officers who are 
always held to take the risk of action or non-action under an 
unconstitutional statute. If they act and the statute is later found 
by the courts to be unconstitutional, they acted without the 
sanction of law and are liable in damages to anyone injured; if 
they refuse to act because they believe the statute under which they 
are asked to act to be unconstitutional and it is later found to be 


constitutional, they are likewise liable because they have disobeyed 
the express command of the law.* This is the theory carried to its 
logical ultimate even at the expense of concrete justice. 


Willoughby mentions as a further exception) with their doctrine of the effect of 
unconstitutional acts, by holding that there must be a constitutionally valid office in 
existence in order that the acts done in the exercise of it may be considered those of a 
de facto officer, and that if the act creating the office is unconstitutional theré can be no 
de facto officer (Mechem, Public Officers, pp. 217 f.). 

* Civil Rights Cases, 109 U.S. 3; U.S. v. Cruikshank, 92 U.S. 542; U.S. v. Harris, 
106 U.S. 629; Ableman v. Booth, 21 How. 506; Norton v. Shelby County, 118 U.S. 425, 
30 L. Ed. 178; see Rutten v. Patterson, 73 N.J.L. 467, 64 Atl. 573; Woolsey v. Dodge, 2 
McLean 142; Roberts v. Hackney, 109 Ky. 265, 59 S.W. 328. 

2 Pierce v. Pierce, 46 Ind. 86; McCollum v. McConaughy, Ia. 119 N.W. 539; 
Whaley v. Gaillard, 21 S.C. 560. 

3 Fisher v. McJirr, 1 Gray 1; Osborn v. Bank, 9 Wheat. 738; Norton v. Shelby 
County, 118 U.S. 442; U.S. v. Lee, 106 U.S. 196; Cunningham v. Macon R.R. Co., tog 
U.S. 446; Poindexter v. Greenhow, 114 U.S. 270; Summer v. Beeler, 50 Ind. 341; 
Lima v. Polk, 8 Lea 121; Board v. McComb, 92 U.S. 531. 


4 Clark v. Miller, 54 N.Y. 528. 
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The theory is based upon the idea that this power of the courts 
is a strictly judicial one not at all like the veto power of the president 
or our state executives. The latter is a strictly legislative power 
although exercised by an executive officer, this being one of the pet 
checks and balances which were to keep our delicate governmental 
machine running smoothly. 

As a logical corollary of the doctrine that the power of the courts 
is a strictly judicial power, a rule was established that it is to be 
exercised only when it is absolutely necessary in the course of 
actual litigation. The courts generally refuse to decide moot cases 
or fictitious controversies to settle the questioned constitutionality 
of an act passed by a legislative body, although it must be said 
that this rule has been quite flagrantly violated by some courts." 

It is likewise because of this rule that the power of the courts 
over legislation is a strictly judicial power, exercisable only in the 
usual channel of judicial power, that is, in the trial of cases, that 
the courts have refused to give advisory opinions to the legislature 
as to the constitutionality of proposed legislation,? and that in 
states where provision is made for such opinions by the constitution 
the courts have considered this a mere administrative function the 
exercise of which did not bind them when they came to exercise 
their judicial function of deciding upon the constitutionality of 
legislation after its passage. 

For the same reason the courts have refused to decide political 
questions, such as questions of neutrality, sovereignty over territory, 

t See the article by the writer in Journal of Political Economy, XX (February, 
1912), pp. 180-81. 

2 Hall, Constitutional Law, p. 48. 

3 Willoughby, op. cit., p. 13, n.; In re Senate Resolution on Subject of Irrigation, 9 
Colo. 620, 21 Pac. 470; In re Senate Resolution Relating to Senate Bill No. 65, 12 Colo. 
466, 21 Pac. 478; In re University Fund, 18 Colo. 398, 33 Pac. 415; In re Priority of 
Legislative Appropriations, 19 Colo. 58, 34 Pac. 277; In re Penitentiary Com’rs, 19 
Colo. 409, 35 Pac. 915; In re Fire, Police and Excise Com’rs of City of Denver, 21 Colo. 
14, 39 Pac. 329; Inre Reply of the Judges, 33 Conn. 586; In re Executive Communication 
Concerning Powers of Legislature, 23 Fla. 297, 6 South. 925; In re Answer of the Justices 
to the House of Representatives, 122 Mass. 600; In re Application of Senate, 10 Minn. 
78 (Gil. 56); Rice v. Austin, 19 Minn. 103 (Gil. 74), 18 Am. Rep. 330; In re North 
Missouri R.R., 51 Mo. 586; In re Opinion of the Court, 55 Mo. 497; In re Opinion of the 


Court, 62 N.H. 704; In re School-Law Manual, 63 N.H. 574, 4 Atl. 878; State v. 
Baughman, 38 Ohio St. 455; In re Chapter 6, Session Laws of 1890, 66 N.W. 310. 
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or diplomatic questions, even though the constitutionality of legis- 
lation was involved." Political questions should be decided by the 
political agencies of the government; the business of the judiciary 
is merely to decide controversies between man and man, and in 
the course of such controversies only can they decide upon the 
constitutionality of legislative acts. 

It is apparent, then, that to take away the power of the courts 
to decide constitutionality means a limitation of their judicial power, 
and not a mere deprivation of jurisdiction—and that there is a 
distinction between the two? becoming more evident as we are 
trying to meet some of the latter-day problems. Legislative bodies 
may create courts and may destroy courts, but they cannot stop 
half-way and create as courts nondescript bodies which, because 
they lack some of the essentials of judicial power, are not courts. 
So the legislature may give or take away jurisdiction, but if it gives 
jurisdiction of a certain subject-matter, for instance, old-age 
pensions, employers’ liability, or the like, it cannot deny sufficient 
judicial power to the courts so that they can give due process of law 
to parties before them, properly protect the rights of parties, and 
give force to judgments. One of the essentials of judicial power 
under the American system of judicial administration is the right to 
refuse to administer unconstitutional laws. There is little doubt 
but that the courts will refuse to give it up. 

Another essential element of judicial power is the right which 
all courts have to maintain their dignity and enforce respect for 
their orders by punishing for contempt of court, and it has always 
been held that the legislature may not take this power away from 
the courts. This, too, is an inalienable attribute of a court and 

t Willoughby, op. cit., pp. 999-1011; Cherokee Nation v. Georgia, 30 U.S. (5 Pet.) 
1, 8 L. Ed. 25; Williams v. Suffolk Ins. Co., 38 U.S. (13 Pet.) 415, 10 L. Ed. 226; 
Luther v. Borden, 48 U.S. (7 How.) 1, 12 L. Ed. 581; Georgia v. Stanton, 73 U.S. (6 
Wall.) 50, 18 L. Ed. 721; Botiller v. Domingues, 130 U.S. 238, 9 Sup. Ct. 525, 32 L. Ed. 
926; U.S. v. Texas, 143 U.S. 621, 12 Sup. Ct. 488, 36 L. Ed. 285; Benson v. U.S., 146 
U.S. 325, 13 Sup. Ct. 60, 36 L. Ed. 991; Worman v. Hagan, 78 Md. 152, 27 Atl. 616, 


21 L.R.A. 716; Hanley v. Wetmore, 15 R.I. 386, 6 Atl. 777; State v. Thorson, 9 S.D. 
149, 68 N.W. 202. 


2 Willoughby, op. cit., pp. 1268 f. 


3 State v. Morrill, 16 Ark. 384; Little v. State, 90 Ind. 338; In re Wooley, 74 Ky. 
95; Langdon v. Wayne Circuit Judges, 76 Mich. 358, 43 N. W. 310; In re Chadwick, 
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bears a strong analogy to the power of declaring laws unconstitu- 
tional. As it happens, this question also is in the public eye now 
because of the Clayton bill pending before Congress to curb the 
power of the courts in this respect. In this matter, as in the 
matter of the practice and the rules of evidence, the legislature may 
modify and reasonably restrict’ but it cannot absolutely prescribe 
to the courts. So it cannot declare what shall be conclusive 
evidence of a certain fact,? though it may make prima facie rules of 
evidence. Likewise, it may not absolutely control admission to 
practice law’ because lawyers are court officers and courts always 
have the power to decide the qualifications of their own officers. 
Some courts have carried this to extreme in holding that the legis- 
lature cannot even decide who is a proper janitor for the court‘ or 
what is a proper place to hold the court.’ It is also held that the 
legislature may not force the courts to write opinions.*® 

And on the more immediate question under discussion here 
authority is also not wanting. Thus it has been held that the 
legislature may not control the construction to be put upon a 
statute.’ That is, if the legislature gives the courts jurisdiction 


109 Mich. 588, 67 N.W. 1071; Zimmerman v. Zimmerman, 7 Mont. 114, 14 Pac. 665; 
Hawes v. State, 46 Neb. 149, 64 N.W. 699; State v. Myers (Com. Pl.), 19 Wkly. Law 
Bul. 302; Hale v. State, 55 Ohio St. 210, 45 N.E. 199; Burke v. Territory, 2 Okl. 499, 
37 Pac. 829; In re Shortridge, 99 Cal. 526, 34 Pac. 227, 37 Am. St. Rep. 78; Wyatt v. 
People, 17 Colo. 252, 28 Pac. 961. 

t Black, Constitutional Law, p. go, note 30. 

2 People v. Rose, 207 Ill. 352, 69 N.E. 762; Black, op. cit., p. go, notes 28 and 29; 
Johnson v. Gehbauer, 64 N.E. 855, 159 Ind. 271; Parkison v. Thompson, 73 N.E. 109, 
164 Ind. 609; Detroit Nat. Bank v. Blodgett, 73 N.W. 120, 115 Mich. 160, 73 N.W. 885, 
115 Mich. 160; Brown v. Kalamazoo Circuit Judge, 42 N.W. 827, 75 Mich. 274, 5 
L.R.A. 226, 13 Am. St. Rep. 438; Jordan v. Andrus, 26 Mont. 37, 66 Pac. 502. 

3 Ex parte Secombe, 60 U.S. (19 How.) 9, 15 L. Ed. 565; In re Splane, 123 Pa. St. 
527, 16 Atl. 481; In re Day, 181 Ill. 73, 54 N.E. 646, 50 L.R.A. 519. 

4 State v. Smith, 15 Mo. App. 412. 5 In re Courtroom, 148 Wis. 109. 

§ Inve Griffiths, 118 Ind. 83, 20 N.E. 513; In re Headnotes, 43 Mich. 641,8N.W. 552. 

7 Files v. Fuller, 44 Ark. 273; Cotton v. Brien, 6 Rob. 115; City of New Orleans v. 
Louisiana Mut. Ins. Co., 26 La. Ann. 499; Gough v. Pratt, go Md. 529; Planter’s Bank 
v. Black, 19 Miss. 43; Householder v. City of Kansas, 83 Mo. 488; Lincoln Building 
Ass’n v. Graham, 7 Neb. 173; Salters v. Tobias, 3 Paige 338; Reiser v. William Tell 
Sav. Fund Ass’n, 39 Pa. St. 137; Haley v. City of Philadelphia, 68 Pa. St. 45, 8 Am. 
Rep. 153; Meyer v. Berlandi, 39 Minn. 438, 40 N.W. 513, 12 Am. St. Rep. 663, 
1 L.R.A. 777; State v. McGrath, 95 Mo. 193, 8 S.W. 425; Titusville Iron Works v. 
Keystone Oil Co., 122 Pa. St. 627, 15 Atl. 917; People v. Kipley, 49 N.E. 229, 
171 Ill. 44, 41 L.R.A. 775. 
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over the statute, it cannot control the exact method of its exercise 
because that is an infringement upon the judicial power. Likewise, 
the exact question propounded above, namely, whether or not a 
provision taking from the courts the power to decide upon the 
constitutionality of laws is valid, has been answered in the negative 
by state courts.' Legislatures, it is held, cannot decide con- 
stitutionality; that is a function of the courts. There is little 
question but that the United States Supreme Court would hold 
the same. 

Two positions would be open to the courts in relation to a 
provision like the one in Mr. Berger’s bill. One is simply to hold 
it invalid and decide the constitutionality of the statute notwith- 
standing the provision—and this is the more likely position. The 
other is to refuse to have anything to do with the administration 
of the act because Congress by taking away one of the essentials of 
judicial power had really taken away the jurisdiction of the court 
over the subject. In neither case does the provision have its 
desired effect. 

Such a provision would violate both the Fourteenth Amendment 
of the United States Constitution, which provides that life, liberty, 
or property may not be taken without due process of law, and the 
tripartite division of governmental powers which is provided by our 
national and state constitutions. Due process of law means the 
effective exercise of jurisdiction with unimpaired judicial power, 
and the doctrine of the separation of powers forbids any encroach- 
ment by the legislature on the functions of the judiciary. 

Whether or not the power is usurped—as exclamatory publicists 
are wont to assert?—American courts have the power to pass upon 
the constitutionality of legislation and will keep it until it is con- 
stitutionally taken away. There is no such short-cut way of 
constitutional amendment as that proposed. 

But this is not to say that the case of Ex parte McArdle is not 
law today, nor has the Supreme Court wilfully nor have lawyers 
carelessly forgotten its existence. The case has been entirely 

t Field v. People, 3 Ill. (2 Scam.) 79; Householder v. City of Kansas, 83 Mo. 488; 
Ex parte Blanchard, 9 Nev. 101; In re Ruan, 132 Pa. St. 257, 19 Atl. 219, 7 L.R.A. 
193; In re County Seat, 2 Chand. 212; State v. Spears (Tenn.), 53 S.W. 247. 


2 Allan A. Benson, ‘‘The Usurped Power of the United States Supreme Court,” 
Pearson’s Magazine, September, October, November, December, 1911. 
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misunderstood by those who assert this. Appellate jurisdiction 
may be taken away today as ever from the Supreme Court by 
Congress. If there is any reason why Congress does not wish the 
Supreme Court to pass upon any law, as for instance the old-age 
pension law, it can effect this by a provision to that end. That 
is just what was done in the McArdle case. However, this will 
simply give the final determination of the matter, including the 
question of constitutionality, to the lower federal courts, and 
experience has shown that reform measures fare worse there than 
in the Supreme Court. Of course, Congress can also take away the 
jurisdiction of the lower federal courts over a particular subject or 
statute. Then, unless it gives jurisdiction to the state courts—and 
there the same problem arises because they also enforce the limita- 
tions of the United States Constitution—no court will have power 
to enforce the particular law and it will die from lack of exercise. 
Withholding jurisdiction will not accomplish the desired result 
because courts are needed to enforce the law and giving jurisdiction 
gives all the essentials of judicial power including the determination 
of constitutionality. In the one case it would be throwing the 
baby out with the bath, as the Germans say. In the other case one 
cannot have one’s cake and eat it too. 

Another novelty in legislation on this subject is contained in 
the Bourne bill now before Congress, which provides that laws 
may not be declared unconstitutional except by unanimous deci- 
sions. The validity of this measure is also doubtful.* The pro- 
vision would not take away any essential of judicial power but 
seemingly would merely control the manner of its exercise. On 
this ground it could be sustained on the analogy of the many laws 
affecting the practice of the courts. 

In the case of state judges it might also be possible to make 
them subject to removal by the legislature for declaring laws 
unconstitutional. But even if this scheme were to prove valid, it 
could not, because of the practical unamendability of the United 
States Constitution, be used against the federal judiciary where 
there would probably be the most need of it. All federal judges are 


* Goodnow, op. cit., pp. 352 f. 
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by the Constitution guaranteed a tenure for life or during good 
behavior." 

There are no legislative restrictions on the judiciary which will 
really accomplish the result of stopping courts from declaring laws 
unconstitutional, and there are very few which even slightly restrict 
or deter the courts of which the validity is not very questionable. 
The only saie method of assuring constitutionality is by constitu- 
tional amendment, and it is best not to waste time and to disap- 
point hopes by schemes like those herein discussed when in the 
meantime an amendment to the United States Constitution 
amending the amending clause? so as to make it similar to the 
state constitution could be well on its way. In the meantime, 
while the work must be done by judicial interpretation of the 
Constitution whether for good or for ill, much can be done by 
proper changes in our system of legal education. Instead of 
making such very efficient technicians and case-triers, we could 
well devote some attention to the subjects to which the Germans 
devote a good part of the law course—the philosophy of law, its 
history and development, and its basis in the social sciences. 

A. W. RICHTER 


MARQUETTE UNIVERSITY, 
MILWAUKEE, WIs. 


* Constitution of the U.S., Art. III, sec. 1 
? Frederick Bruce Johnstone, op. cit., pp. 280. 











THE GROWTH AND DISTRIBUTION OF CANADIAN 
POPULATION 


It has been generally understood that Canada has been under- 
going rapid material progress during the past decade. There has 
been ample and obvious evidence in the increase of exports and 
imports, in the extension of railway mileage, and in the rapidly 
expanding movement of immigration. Probably the most inter- 
esting source of information lies in the recently published census 
volume on areas and population.’ A survey of this report, and a 
comparison of the census returns of 1911 with the returns of 
previous censuses and with other available statistics constitute the 
subject of the present investigation. 


I. THE GROWTH OF THE POPULATION 


In the study of the movement of the population in any country, 
continued reference must be made to the actual population at 
various periods. Hence it will be well for purposes of later compari- 
sons and estimates to consider the growth of the population in 
Canada, so far as statistics are available, from the beginning. 

Population statistics for the various sections of Canada, which 
sections have since become provinces, and for Canada as a whole, 
are not uniformly available. The first census of New France was 
taken in 1665; the first enumeration in Upper Canada, now Ontario, 
was made in 1824; for the Maritime provinces—Nova Scotia, New 
Brunswick, and Prince Edward Island—the earliest available 
census statistics are for 1851; for British Columbia and Manitoba, 
1871; and for what is now Alberta, Saskatchewan, the Northwest 
Territories, and the Yukon, 1881. This fact is easily explained 
by the more tardy development of certain sections of the country. 
While the population for such unenumerated sections was never 
large before enumeration was undertaken, it is, nevertheless, 
expedient to trace the development of the population first by sec- 
tions and groups of provinces and finally for the Dominion as a 
whole. 

t Fifth Census of Canada, 1911, Vol. I, “‘ Areas and Population.” 
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Early records for New France are necessarily unreliable, 
owing to difficulties of communication and transportation which 
rendered enumeration rather incomplete, and owing to the impos- 
sibility of keeping any satisfactory record of the numbers of the 
savage population which roamed the country. The earliest of 
these records, therefore, cover merely a portion of the Canadian 
population—that part which had come from the Old World, 
chiefly France, to make a home in Canada, or which was directly 
descended from such colonists. 

The first census of New France was taken in 1665, and regular 
censuses were taken thereafter until 1698. A summary of these is 
found in Table I. 


TABLE I* 


POPULATION OF NEW FRANCE, SHOWING THE NUMBER OF MALES, AND THE PER- 
CENTAGE OF MALES TO THE TOTAL POPULATION, IN EACH OF CERTAIN 
YEARS FROM 1665 TO 1698 











Year | ‘Total Population Males Pegreange of ipa we 

_ RR eran? | 3,215 2,034 62 

REST yo eer enae | 3,918 2,406 60.5 
De ntiaceae acces | e400 8 4 |; = «cecswe nae 
Rr Sires | 9,677 5,375 55-5 
See ee 12,263 6,666 54.3 
eee 11,562 5,940 51.4 
Cr hh clas nO eraoi8' 12,431 6,579 52.9 
PG tian cutie ce eeaae | 13,639 7;339 55-5 
I ikeex inc ace 9 odie | 8 a ee ae 











* Compiled from First Census of Canada, 1871, Volume IV. 
t Estimated. 


These figures show a rather steady increase of population during 
the latter half of the seventeenth century; although the changing 
ratio of males to total population gives but little evidence that this 
development was one toward permanent settlement of the country 
by French families. 

In 1755 the population had increased to 55,009; in 1765 the 
total reached 69,810. British ascendency in Canada had been 
established in 1763, and from that date the development was more 
rapid. In 1790 Lower Canada, now Quebec, had a population of 
161,311; and, by 1881, when the first regular Canadian census 
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was taken, the population of Lower Canada had increased to 
890,261. 

Previous to 1750, Upper Canada, now Ontario, was practically 
uninhabited, but it is believed that by 1784 about 10,000 United 
Empire Loyalists had settled in the province. The first census of 
Upper Canada, taken in 1824, showed a population of 155,066. 
From that year the census, taken annually until 1842, showed 
rapid advance. In 1833 the population was 295,863, almost double 
that of 1824. By 1842 it had increased to 487,053. In other words, 
the population had more than trebled in a period of eighteen years. 

In 1851 the Canadian* government introduced the system of 
taking the census of the entire country once every decade. Sta- 
tistics for ten-year periods are available for the Maritime provinces 
after 1851, and the growth of the population of the provinces and 
the Dominion can be traced for regular periods thereafter. 

Upper and Lower Canada were the earliest provinces to be 
settled, and up to the present have been the most densely popu- 
lated; but within the last thirty years, since the completion of a 
transcontinental line of railway, the western provinces and terri- 
tories have been receiving a very large part of the influx of popula- 
tion. The proportion of the inhabitants of the two older provinces 
to the total population has been steadily decreasing, although 
in 1911, 4,525,986 persons or about two-thirds of the total popula- 
tion of Canada (7,204,838) still resided there.” 

The total population for the provinces Ontario and Quebec, 
together with percentage increases, from 1851 to 1911, is shown in 
Table IT. 

Although the method of comparing the growth by decades is 
rough, it may nevertheless be seen that the development in popu- 
lation has not been regular. Proportional increase in the popula- 
tion of a country in the early years of its history may or may not 
be greater than that of later years. The percentage increase in 
earlier decades may be great or small; indeed, the fluctuation of 
percentages is likely to be greater at such times because of the 


‘At that time “Canada” comprised Upper and Lower Canada (Ontario and 
Quebec), under the Act of Union of 1841. 


2See Table IX. 
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smallness of the denominator. Percentages by decades are, there- 
fore, likely to show a fitful growth of population. But the statistics 
for these two provinces show so wide a variation that little tendency 
toward regularity or uniformity of development can be deduced. 


TABLE II* 


ToTAL POPULATION FOR THE PROVINCES, ONTARIO AND QUEBEC, WITH THE PER- 
CENTAGES OF DECENNIAL INCREASE, 1851-1911 




















OnTARiO QuEBEC 
Census YEAR 
Percentage of Percentage of 
Total . Total 
Population | Decennial | population |  Pecennial 
WR aliens eonqous eleeiheres 952,004 eer 890,261 — 
RR Gants aris dae coco A 1,369,091 46.6 1,111,566 24.8 
SD cars secu eesGusaneeoue 1,620,851 16.1 1,191,516 7.2 
Rr re 1,926,922 18.8 1,359,027 14.0 
SRS nner eas 2,114,321 9.7 1,488,535 9.5 
SERS BERS internets Ceara 2,182,047 3.3 1,648,898 I1l.4 
RE re mere cn 2,523,274 15.6 2,002,712 21.5 











; * Compiled from First Census, 1872, Vol. IV, and the Fifth Census, ro1z, Vol. I, Tables V, VI, 
and VII. 

However, the increase of population has been general in each 
of the two provinces. Ontario has usually led, not only in absolute, 
but also in the percentage increase of the population, since 1851. 
Yet in the last two decades Quebec seems to have gained the lead 
in both absolute and relative increase. The increase in Ontario 
has been the more irregular, varying as it does from 46.6 per cent, 
for the decade 1851 to 1861, to 3.2 per cent, for the decade ending 
in 1901. The percentage increase in Quebec has fluctuated within 
the narrower limits of 24.8 per cent, for the decade ending in 1861, 
and 7.2 per cent, for the period 1861 to 1871. 

These fluctuations have no doubt been accentuated by the 
changes of industrial life in Canada. For instance, the great 
diminution of the rates of increase in the decades 1881 to 1891 to 
1go1 is doubtless due largely to the general decline in the rate of 
increase for all Canada from 17.2 per cent, for the decade 1871 
to 1881, to 11.7 per cent, from 1881 to 1891. 

But one other interesting factor must not be neglected. The 
completion of part of the transcontinental railway line in 1881 must 











300 JOURNAL OF POLITICAL ECONOMY 


have had a considerable effect. By 1885 the line was completed 
through the Rocky Mountains and the Pacific coast was connected 
with the eastern and Maritime provinces. The increased facilities 
for freight and passenger transportation and the attractive possi- 
bility of free homesteads drew a great many settlers from the east 
to Manitoba, British Columbia, and the Northwest Territories. 
That such was the case is revealed by the fact that rate of increase 
for Ontario was but 9.7 per cent and for Quebec 9.5 per cent, as 
compared with a rate of increase of 11.7 per cent for Canada as 
a whole. 

Much the same conclusions are supported by a consideration of 
the rates of increase for Ontario and Quebec in the last four decades. 
One would expect in general that the westward movement would 
involve a heavier drain on the population of Ontario than on that 
of Quebec. The French Canadians of Quebec are a very distinct 
and homogeneous people, the great majority of whom remain all 
their lives in the vicinity of their birthplaces. Besides, they 
marry early and have large families. Hence we are not surprised 
that the westward movement involved a decline of the rate of 
increase of the population in Ontario from 18.8 per cent, in the 
1871-81 period, to 9.7 per cent, for the decade 1881 to 1891, and 
to 3.2 per cent, for the period 1891 to 1901, as contrasted with the 
slight decline from 14.0 per cent to 11.4 per cent during the same 
two decades, in Quebec. 

It is true that the percentage increase of population in Ontario 
and Quebec has increased in the last decade, from 1go1 to 1911. 
This has been due largely to the general acceleration of the rate 
of increase of the total Canadian population which in turn may 
be attributed to the increasing immigration into Canada. The 
recent rate of increase in the two provinces is, however, only about 
half that for the total population of the Dominion. 

But Ontario and Quebec are receiving a fair share of the influx 
of immigrants. The great industrial development of Ontario and 
Quebec, in fact of al] eastern Canada, has attracted many immi- 
grants, who, ignorant of farming methods, and accustomed to 
city and town life, seek entry into industrial activities. For the 
fiscal year 1900-1901 the total immigration was 49,149, and for 
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the fiscal year 1911-12 the number was 354,237. The total immi- 
gration from the beginning of the fiscal year 1900-1901 to the end 
of the fiscal year 1911-12 was 2,118,714. Table III shows the 
distribution of immigration by provinces for the period comprising 
the fiscal years beginning July 1, 1900, and ending March 31, 1912, 
and for the fiscal year 1911-12. 


TABLE III* 


DISTRIBUTION BY PROVINCES OF IMMIGRATION INTO CANADA FOR THE 
PERIOD BEGINNING JULY 1, 1900, AND ENDING MARCH 31, 
1912, AND FOR THE FISCAL YEAR IQII-12 

















PERCENTAGE DISTRIBUTION OF IMMIGRATION 
PROVINCES 

1g0o-12 IQII-12 
Maritime provinces ........ 4.3 4-5 
Ms sit & wikis dalek nase 14.8 14.3 
Cahier n acter ce ehes 24.7 28.3 
rere 15.9 12.2 
Saskatchewan and Alberta . . 27.8 26.0 
British Columbia.......... 11.8 14.6 
NER oficial al ad ecasick alias 0.7 o.1 

ie sca ccamwsntee 100 100 











* Estimated from statistics of immigration from Immigration: Facts and Figures, issued by the De- 
partment of Interior, 1912, p. s. 


Thus Ontario in particular has been receiving almost as large a 
share of immigration as Saskatchewan and Alberta, and a larger 
share than Quebec. This last comparison indicates, of course, that 
the percentage increase of the total population of Ontario would have 
been still smaller as compared with that of Quebec had it not been 
for the large immigration of artisans and other than agricultural 
laborers into Ontario, and that the increase of population in Quebec 
is the best example of an increase of native population that can be 
found anywhere in Canada. 

As has been pointed out, the statistics of growth of population 
in the Maritime provinces are available for census periods since 
1851. Table IY, a summary of census reports, shows that the 
growth of these provinces has been much less rapid than that of 
Ontario and Quebec and of Canada as a whole. It will be noted 
that up to 1881 the growth of the population in the three provinces 
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was fairly constant and uniform. But the decade 1881-91 saw a 
decided change amounting to practical stagnation, due no doubt 
to the same westward movement that affected Ontario and Quebec 
concurrently with the general check on Canadian expansion. 
Since then New Brunswick and Nova Scotia have had a slight 
growth, owing to industrial development in urban centers. Prince 
Edward Island has suffered a movement toward actual depopula- 
tion. These statistics tend to bear out the general conclusion 


TABLE Iv* 


PoPpULATION OF NEw Brunswick, Nova Scotia, AND PrincE Epwarp ISLAND, WITH 
PERCENTAGES OF DECENNIAL INCREASE, 1851-1911 














New Brunswick Nova Scotia Prince Epwarp Istanp 
YEAR 
Total | Decenial” | Total | Decensial” | Total | *Decenmial” 

Tacrease Increase Increase 
ne 193,800 ead 276,854 Le 71,490t ee 
ee 252,047 30.0 330,857 8.6 80,857 13.1} 
eee 285,594 13.3 387,800 14.2 94,021 16.2 
1881.....| 321,233 12.5 440,572 13.6 108,891 15.8 
I ora 321,263 o.1 450,396 2.2 109,078 a 
IQOI..... 331,120 3.1 459,574 2.0 103,259 —5.3 
IQII..... 351,889 6.3 492,338 7-1 93,728 =—9.2 























* Compiled from First Census, 1871, Vol. IV, and Fifth Census, 1911, Vol. I, p. 522. 
t 1855. t Six years. 


suggested above that the westward movement has involved a 
larger drain on English-speaking provinces than on Quebec, and 
that an actual decrease in the total population of these provinces 
has been prevented largely by the increase of population in indus- 
trial and urban centers. In the east, industry alone absorbs 
newcomers, especially as newer districts are offering better oppor- 
tunities to those who are inclined toward agriculture and are even 
drawing some away from the land previously occupied in eastern 
provinces. 

The past three or four decades, and especially the last one, 
have seen a very rapid development of the western provinces and 
territories. The population of British Columbia in 1871 was 36,247, 
composed of British immigrants and their descendants, as well as 
Canadians from eastern provinces. Manitoba had in the same 
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year a population of 25,228, exclusive of Indians. Table V gives 
subsequent government census statistics of the increase of 


population. 
TABLE V* 


POPULATION OF BRITISH COLUMBIA AND MANITOBA WITH PERCENTAGES OF 
DECENNIAL INCREASE, 1871-1911 























British COLUMBIA MANITOBA 
YEAR Percentage of Percentage of 
Total Decennial Total Decennial 
Increase 
Sd au eratk na ieee pala ee 36,247 come 25,228 tae 
MR iin Ge ano ea ee rae 49,459 30.5 62,260 146.8 
| IRA ree erie wen: 98,173 98.5 152,506 144.9 
Raa hacienda ae nn a 178,657 81.9 255,211 67.3 
ERR eer 392,480 119.7 455,014 78.5 








* Compiled from Fifth Census, 1911, Vol. I, p. 522. 


The Northwest Territories have more or less kept pace with this 
growth. The earliest statistics are those found in the census of 
1871. Until 1911 the returns for the territories have been given 
undivided, although estimated statistics of the population by 
provinces are now available for 1901 as well asfor 1911. Table VI 
shows the population of the territories and provinces since 1871 so 
far as figures are available. 

TABLE VI* 


POPULATION OF THE NORTHWEST TERRITORIES INCLUDING ALBERTA AND 
SASKATCHEWAN AND THE YUKON WITH PERCENTAGES OF 
DECENNIAL INCREASE, 1871-1911 














ae ALBERTA SASKATCHEWAN Yuxon 
YEAR Pe ef gd ef 
r § S§ $6 5 
otal pai Total 5E¢ Total gbe Total eee 
5S oe so 2 Sek: 
Ca Ome ase aS ass 
ee BEES Eee, Deere Pees, Perel ooo. 
1008........ ae ee ee eee Seren mere one 
ee OO ES eee eee ere ree were terre 
ee et eee 73,022 91,279 27,219 | ... 
ane Geet) 223-6 | ......: Being, (ren aeie Ore eee a 
Z92T...... 17,196 |—14.6 | 374,663 |413.1 | 492,432 |439-5 8,512 |—68.7 
892,803T| 321.4 | ....... sian WP ayaa custo ee. Greve ae 
































* Fifth Census of Canada, ro1r, Vol. I, Tables V, VI, and VII. 
t Total Population including Alberta, Saskatchewan, and the Yukon. 
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Thus far the western provinces have grown much more rapidly 
than did the East in its pioneer days. Percentages of increase are 
here even less significant. However, such is to be expected if 
consideration be given to the changed nature of transportation 
facilities and the aggressiveness of the immigration policy which 
especially favors the immigration of agricultural labor and agri- 
culturists. This speedy development may be expected for some 
time to come. That western Canada is destined to receive many 
millions of new settlers and that the West will play an increasingly 
important part in Canadian life, can hardly be doubted after a 
glance at Table VII, giving the population by provinces in 1901 


and rgrr. 
TABLE VII* 
PopuLATION OF CANADA BY PROVINCES: ABSOLUTE NUMBERS, I90I AND IQITI, 
AND PERCENTAGES OF INCREASE FOR THE DECADE 





























| 
| = Absolut P. of 
Province | eee | eee 
IoIr 1901 
Saskatchewan.......... | 492,432 91,279 401,153 439.48 
Se | 374,063 73,022 301,641 413.08 
British Columbia....... 392,480 178,657 213,823 119.68 
IG aus as bts dost ie 455,014 255,211 200,403 78.52 
; NS bikin bie osamees | 2,002,712 1,648,898 353,814 21.46 
0 Tre | 2,523,274 2,182,947 340,327 15.58 
PIR i:6.6steowsas 492,338 459,574 | 32,764 7.43 
New Brunswick......... | 351,889 331,120 20,769 6.27 
Prince Edward Island... .| 93,728 103,259 —9,531 —9.23 
Northwest Territories... .| 17,196 20,129 — 2,933 —15.79 
MES Fananedadteukass | 8,512 27,219 — 18,707 — 68.73 
} 
ere | 7,204,838 | 5,371,315 1,833,523 34.13 


| 





* Fifth Census of Canada, ro11, Vol. I, Tables V, VI, and VII. 


In general the advance in the western organized provinces in 
the decade 1901 to 1911 has varied from a 439 per cent increase for 
Saskatchewan to a 78.5 per cent increase for Manitoba, as compared 
with 21.5 per cent and 15.6 per cent for Quebec and Ontario, 
respectively; and the average absolute increase, if such a compari- 
son is of any value, has been almost as large for the western pro- 
vinces as for the two eastern provinces, a phenomenon which had 
never occurred before. A comparison of western rates of increase 
of population with those of the Maritime provinces is even more 
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significant. Statistics for the Yukon and the present Northwest 
Territories are naturally of no importance or significance. 

The influence of the west on the growth of Canadian population 
may be further explained by Table VIII. 


TABLE VIII* 


PoPULATION OF CANADA: THE ABSOLUTE AND PERCENTAGE INCREASE, 1871 TO IQII 























Province 1871 IgIr Gatae fo 
British Columbia......... 36,247 392,480 356,233 982.79 
Northwest Territories f. .. . 48,000 892,803 844,803 1760.00 
SG abe Ramaeesenes 25,228 455,014 430,386 1705.99 
SINS lord. o- aaa sie /Srersegosararate 1,191,516 2,002,712 811,196 68.08 
ETA See renee 1,620,851 2,523,274 902,423 55.67 
IN sod a 6 <maotetees 387,800 492,338 104,538 26.96 
New Brunswick........... 285,594 351,889 66,295 23.21 
Prince Edward Island...... } 94,021 93,728 — 293 —0.31 
| 
Co ccwtorcscnees 3,689,257 7,204,838 3,515,581 95.25 








* Fifth Census of Canada, rorr, Vol. I, Tables V, VI, and VII. 
t Including Alberta, Saskatchewan (now provinces), the Yukon, and other territories. 
t See Table VI. 


In short, the rate of increase in western Canada has been 983 
per cent for British Columbia, and over 1,700 per cent for the 
prairie provinces as compared with an increase of 95.2 per cent 
for the whole Dominion and smaller rates of increase for the 
eastern provinces of the Dominion. 

Finally, Table [X is a summary of the growth of the population 
of all Canada since 1851 with the absolute and percentage increase 
by decades. 

This shows that the absolute increase during the first decade 
of the twentieth century has exceeded the total increase for the three 
preceding decades, ending 1901. The rate of increase for the 
last censal period has been 34.1 per cent as compared with an 
average rate in previous decades of about 12 per cent. Surely 
Canada has a most encouraging outlook, and if the rate of immi- 
gration continues to grow annually, as it has been doing, by the 
next census the population of Canada should be well over the ten 
millions mark. 
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TABLE IX* 


POPULATION OF CANADA, ABSOLUTE INCREASE AND PERCENTAGE INCREASE FOR 
DECENNIAL YEARS 1851-1911 














Year Province Population eee mate | ae 
| | Canada 1,842,265 
Tee Maritime provinces 542,144 
: ERP ee ere 2,384,409] ....... 

Canada 2,507,657 

1861........... Maritime provinces 663,761 
ED Ain si nincaidsresians 3,171,518) 787,109 33-1 
SR idesinnscds Canada 3,689,257| 507,739 16.0 
Ps d.cegiaacKeate Canada 4,324,810) 635,553 37.2 
eer Canada 4,833,239] 508,429 11.7 
Ph sabre ue ded Canada 55371,315| 538,076 II.1 
Ser Canada 7,204,838)1 833,523 34.1 











* Fifth Census, 1911, Vol. I, p. 522. 
Il. URBAN CONCENTRATION 


Naturally, in the development of a given country, the movement 
of the population is toward the urban rather than the rural com- 
munities, since cities do not grow up until the necessity arises for 
an industrial and commercial center in which to carry on the busi- 
ness of the rural districts. Hence it is to be expected of agricul- 
tural countries, of agricultural sections of the country, and of the 
agricultural period of a country’s development, that the rural 
population will by far exceed the population of urban centers. 
But Canada, an agricultural country, has had the experience of 
extraordinarily rapid development of the proportion of the urban 
to total population, as may be seen from a consideration of Table X. 


TABLE X* 


URBAN AND RuRAL POPULATION EXPRESSED IN PERCENTAGE OF THE 
TotaL PoPpuLATION AT Eaco DECENNIAL 
CENsUS, 1871-1911 











Year Urban Rural 
Os aig aso RETO eEIE 18.8 81.2 
_LARRRRRGEIS earner eee tena 21.1 78.9 
isi sr deen we maiee megane 28.8 92.3 
BRR k:69:t2 cdwannvedomeimees 37-6 62.4 
GUE: b clsduvsorapadacesten 45-5 54.5 











* Compiled and estimated from the various censuses. 
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In sixty years the urban population has grown from being little 
more than one-tenth of the rural population until today (1911) the 
proportion of the urban to the rural population is about 5 to 6. 

This increase of urban population is characteristic of every 
province. The movement during the decade between the census 
of 1go1 and that of 1911, as shown in Table XI, is particularly 


interesting. eiibicniaes 


INCREASE OF THE RURAL AND URBAN POPULATION OF CANADA BY PROVINCES 
DuRING THE DECADE 1901-11 














Province Total Increase Rural Increase Urban Increase 
EE oer eee 340,327 — 52,184 392,511 
Sete rrnsnne 353,914 39,951 313,863 
NS Se 5 5: d:50 od arsinea him eels 200,403 70,511 129,892 
MS ahd siiaio 44.4 1eab msl 301,641 180,327 121,314 
SOGMMROMOWER, .... 2.5 cc ccc ccc. 401,153 287,338 113,815 
British Columbia............. 213,823 100,318 113,505 
I. iodo. wigve convetuoie wes 32,764 — 23,981 56,745 
New Brunswick.............. 20,769 — 1,493 22,262 
Prince Edward Island......... —9,531 —9,546 15 
, ELSE er: — 18,707 — 13,430 — 5,277 
Northwest Territories......... — 2,033 —40ee FF kisiewes 

RG 05 3:4. abs tierscoalegns 1,833,523 574,878 1,258,645 














* Fifth Census of Canada. 1911, Vol. I, Table X, p. 530. 


The absolute increase of urban population for all Canada has 
been over twice as great as the absolute increase of the rural popu- 
lation, and 68.6 per cent of the increase has been urban during the 
last census decade. The increase of urban population has been 
greatest in Ontario where the rural population has actually 
decreased by 52,184. No doubt part of this rural depopulation is 
due to the westward movement. 

The increase in urban population in Ontario is caused very largely 
by the influx of artisan immigrants most of whom settle in industrial 
and commercial centers. For the ten-year period comprising the 
fiscal years, July 1, 1901, to March 31, 1911,’ the total immigration 
to Ontario amounting to about 397,000, might explain the increase 
of urban population of 392,511.27, However, some part of this 
total of immigration must later have moved to western Canada. 

This period is as nearly comparable with the census period as is possible. 

2 Immigration: Facts and Figures, 1912, p. 5. 
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Altogether one is inclined to believe that there has been a definite 
movement of the rural population of Ontario to the urban centers 
of Ontario. 

One is led to the same conclusion by a consideration of the 
conditions in Quebec where the immigration for the same period, 
1901 to 1911, amounted to only 240,000, while the increase of urban 
population amounted to 313,863. Obviously there must have 
been a certain concentration of the rural French Canadian popula- 
tion into the urban centers of Quebec. Statistics for the Maritime 
provinces, which received only 4.3 per cent of the immigration 
during the fiscal period 1900 to 1912, suggest a like probability." 

That the westward movement is one factor in the increased 
proportion of urban to total population in eastern Canada is 
shown by the fact that, while there has been a loss of 9,546 in the 
rural population of Prince Edward Island, the urban population 
increased by 15. 

One of the most striking features of the urban movement has 
been its extension to western Canada. Of course, one would expect 
an increase of urban population in the West, especially in British 
Columbia and Manitoba. But in each of these provinces the 
increase of urban population actually exceeded the increase of 
rural population. In Alberta and Saskatchewan, the only provinces 
where the increase of rural exceeded the increase of urban popula- 
tion, the increase of urban was about one-third of the total increase 
of the population in those provinces. One may well be inclined 
to believe that the increase of urban population in western Canada 
has been excessive. 

Another phase of the urban movement is revealed by a study of 
the population of towns and cities at various census periods since 
1871. Tables XII and XIII give the number of cities and towns 
of certain sizes by provinces for the census years from 1871 to 1911. 

Table XII shows that since 1871 Quebec has had one city with a 
population of over 100,000 and one with a population of from 50,000 
to 100,000o—Montreal and Quebec, respectively. Toronto reached 
the 100,000 mark during the decade 1881 to 1891. Winnipeg and 
Vancouver joined this group in the decade 1gor to 1911. 


* Immigration: Facts and Figures, 1912, p. 5. Issued by Department of Interior. 
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Ontario has always been the premier province for towns and 
cities, large and small, although since confederation Montreal has 
always been the largest city in Canada. Quebec comes second, 
with a considerably smaller number of cities and towns. In 1901 
and 1911 Ontario has had 4 cities with a population of over 25,000, 
as compared with Quebec’s 2. In 1911 Ontario had 19 cities with 
a population of 10,000 while Quebec had only 9. Furthermore, 
Ontario has always led in the number of towns with a population 
of from 4,000 to 10,000. In 1911 British Columbia and Manitoba 


TABLE XIII* 


CitreEs AND Towns OF CERTAIN SizES IN CANADA IN Eaca Census YEAR 
FROM 1871 TO IQII 











| | 
Yess Over Over Over Over Over Over | Over Over 

| 4,000 7,000 10,000 25,000 50,000 | 100,000 200,000 | 400,000 
EET ae | 27 14 9 6 3 I ° oT 
sit ia senate 43 22 10 8 3 : +. “ 
eer | 55 33 19 9 3 2 | I Ki 
ee 41 21 10 5 2 2 , 
Seer | 107 64 44 13 7 4 | 2 I 

' ' 























* Compiled from Table XII, above. 


had each one city with a population of over 100,000. Other 
provinces exhibit the same tendency toward urban concentration. 
Nova Scotia and New Brunswick have one city each with a popu- 
lation of from 25,000 to 50,000 and a number of smaller cities and 
towns. Prince Edward Island has but one city, and this has never 
had a population of more than 13,000. Saskatchewan and Alberta 
have entered the race only in the last decade. Manitoba seems 
bent on developing four large cities. The Yukon and the Terri- 
tories, however, are completely devoid of urban centers. 

According to Table XIII, Canada had, in 1911, 107 towns witha 
population of 4,000 or more, as compared with 27 in 1871, and 55 in 
1891. In 1911 she had 64 centers with a population of over 7,000; 
44 cities with a population of over 10,000; 13 with a population 
of over 25,000; 7 with a population of over 50,000; 4 with a popu- 
lation of over 100,000; 2 with a population of over 200,000, and 
one with a population of over 400,000. 
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Table XIV gives some idea of the growth of certain cities. 


TABLE XIV 
PoPuULATIONS OF CERTAIN CITIES HAVING 24,000 INHABITANTS OR OVER IN IQII, 
COMPARED WITH THE CORRESPONDING POPULATION FIGURES FOR 
Eacu Census YEAR FROM 1871 TO IgOI 














Population 
City Province 
IgIr 1g01 1891 1881 1871 
Montreal.. .| Quebec......... 470,480 | 257,730 | 219,616 | 155,238 | 115,000 
Toronto....| Ontario........ 376,538 | 208,040 | 181,215 96,196 59,000 
Winnipeg.. .| Manitoba...... 136,035 42,340 25,639 7,985 241 
Vancouver..| British Columbia} 100,401 27,010 eee Eee 
Ottawa.....| Ontario........ 87,062 59,928 44,154 31,307 24,141 
Hamilton...} Ontario........ 81,969 52,034 48,959 36,661 26,880 
Quebec.....] Quebec ........ 78,190 68,840 63,090 62,446 59,699 
Halifax.....| NovaScotia....| 46,619 40,832 38,437 36,100 29,582 
London....| Ontario........ 46,300 37,976 31,077 26,266 18,000 
Calgary....| Alberta........ 43,704 4,392 5 Ey ge ere 
St. John....| New Brunswick.} 42,511 40,711 39,179 41,353 41,325 
Victoria....| British Columbia} 31,660 20,919 16,841 5,925 3,270 
Regina.....| Saskatchewan...| 30,213 Eas: Raine, rents 
Edmonton..| Alberta........ 24,900 SS eee arr, tern 























Montreal has always been the leading city. Toronto has been 
a close second since 1891. Winnipeg and Vancouver have had a 
very rapid growth since 1881, especially during the decade 1901 
to 1911. This is characteristic of all western cities. Vancouver 
and Calgary are the product of thirty years’ growth; Regina and 
Edmonton are the result of the last ten years’ development in the 
prairie provinces. Eastern cities are much older and their growth 
has been more regular and less spectacular. 

Much has been said in recent years about the depopulation of 
small towns, especially in Ontario and Quebec. Table XV shows 
that two cities with a population of over 10,000, namely, Charlotte- 
town, Prince Edward Island, and Salaberry de Valleyfield, Quebec, 
have experienced a loss of population. Lindsay of Ontario, Levis 
of Quebec, and Dawson City of the Yukon, which had each a popu- 
lation between 7,000 and 10,000, have declined in the last decade. 
Four cities of the 4,000 to 7,000 variety have lost in population, 
and 70 towns, 47 of them Ontario towns, ranging in size from 1,000 
to 4,000, and 84 villages, of which 49 are in Ontario, have declined 
in population. 
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On the other hand, very many cities and towns, and especially 
villages, have sprung up not only in western but in eastern Canada, 
and most small towns and villages of Ontario and Quebec have 


TABLE XV* 


NUMBER AND CLASSIFICATION OF SMALL TOWNS AND CITIES, BY PROVINCES, 
Wuicu HAvEe ExPEerRIENCED A DECLINE OF POPULATION IN 
THE DECADE 1901 TO IQII 


























Towns | 
. Cities over _ 
Province 10,000 7,000 to 4,000 to 1,000 to Villages 
10,000 7,000 4,000 

CE, cienind ian Ridee warned I 2 47 49 

| reer I I 5 26 

Weowa Sootia. ... ........0..- 4 ‘a i 7 I 

New Brunswick............. - ja I 5 2 

ee i cae amak he 3 4 

Prince Edward Island........ I = 7 2 ia 

British Columbia............ ea na I I I 

OL Sea ms = ict si I 

Saskatchewan............... - ae - 6 ni 
«ss Gee 7 I 
I i ict si cnardndtarmangaete eg si 

CR ine odin actamndedi 2 3 4 70 | 84 











* Compiled from Fifth Census of Canada., Vol. I, Table XIII, pp. 535-55- 


actually increased in population. This movement is a matter 
which cannot be fully interpreted and understood without a con- 
sideration of the statistics of immigration, occupations, and manu- 
factures by localities, statistics which are not as yet available. 

W. J. A. DonaLp 


McMASTER UNIVERSITY 
Toronto, CANADA 
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THE PROBLEM OF UNEMPLOYMENT 


Of all forms of social insurance, unemployment insurance has 
always presented the greatest difficulties as to both theory and 
method of organization. In fact, the difficulties were so great that 
for many years even the keenest students of the problem practically 
admitted them to be insurmountable. The history of social insur- 
ance presents no more dismal failures than those that attended 
some of the experiments that were tried in connection with the prob- 
lem of unemployment. It was claimed by many that the problem 
of unemployment relief would have to be considered as a prob- 
lem of relief only, without any reference to insurance principles; 
by others, that it was a problem of wages primarily. On the other 
extreme could be found the theory, still held by many in this coun- 
try, though emphatically contradicted by all known facts of eco- 
nomic life, that the whole problem of unemployment was a problem 
of psychology, since work exists for all who want. But whatever 
was thought of the principles of unemployment insurance, the whole 
subject has been immediately placed upon a solid scientific basis 
through the bold act by which Lloyd-George’s British national 
insurance law established recently a national compulsory system of 
unemployment insurance for nearly 2,500,000 wage-workers. 

All criticism of modern industrial society focuses on the con- 
ditions of unemployment, especially as expressed in large industrial 
crises; and in search of correspondingly broad economic measures 
of relief, the suggestion of insurance is often sneeringly referred to 
as being altogether incapable of dealing with the grave situation 
confronting the wage-workers. It is perhaps advisable, therefore, 
to point out in the very beginning that in one respect. theoretically 
at least, the problem of unemployment is no different from problems 
of accident, sickness, or invalidity—in each case it may be readily 
admitted that prevention is better than relief. It is certainly 
much more desirable that there should be no industrial accidents 
than that we should have complicated systems of compensation. 
This is a legitimate argument for proper factory inspection, for 
further development of safety appliances, and for other methods 
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of social control of industrial activity. Much can be done and 
must be done in this direction to eliminate the great proportion of 
industrial accidents which are preventable and therefore socially 
unnecessary; yet it may be admitted at the outset that even if 
the entire abolition of industrial accidents is at some time to be 
accomplished, the prospect of such an achievement must remain 
utopian for many years to come. Even thus, industrial hygiene 
and general sanitation, wise living and a high standard of life 
might be expected to reduce the rate of sickness among wage- 
workers as well as among all other classes of the community, 
though perhaps no serious man would expect total abolition of all 
physical ailments. 

Just as the banishment of the terrible epidemics of smallpox, 
cholera, and plague, familiar visitors of Europe in the Middle Ages, 
has put an end to the sudden violent increases of mortality, it may 
be reasonably expected that the probable conquest of tuberculosis 
and the now remote, yet not impossible conquest of cancer will 
probably reduce the death-rate in youth and the prime of life. But 
the day is far distant when all premature deaths may be prevented 
and life insurance made unnecessary. Shortening of the hours of 
labor, decrease of intensity of effort by proper social control, and 
elimination of great demands on muscular strength by substitution 
of machinery for muscle power may restore old age to industry, or 
at least prevent the premature exhaustion leading to chronic 
invalidity. But at best the change will be long in coming. 

If, therefore, a fruitful field remain for application of principles 
of insurance to the problems of accident and disease, the same must 
hold true of the conditions of unemployment. Efforts to adjust 
the demand for labor to its supply and thus to regulate our entire 
economic life so that industrial crises and periods of depression 
should be abolished, are certainly commendable; but while hun- 
dreds of economic measures have been suggested in order to realize 
this aim, and while no system of economic policy has failed to be 
supported by the claim of possible reduction of unemployment, the 
fact remains that under modern industrial conditions there is, and 
until a national system of co-operative economy has some day 
entirely eliminated it, there always will be a greater or smaller risk 
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of unemployment with its consequent loss of earnings as a problem 
of economic life. 

That there is at times a very large amount of unemployment 
during the grave disturbances of economic life known as economic 
crises or industrial and commercial depressions is a fact too gener- 
ally known to require elaborate evidence. But outside of the army 
of wage-workers themselves, there is comparatively little knowl- 
edge of the equally large or, perhaps, on the whole, even larger 
amount of unemployment existing at all times and under all con- 
ditions of industrial activity. 

Unfortunately, notwithstanding the tremendous importance of 
the problem, statistical data concerning the extent of unemployment 
are as yet very unsatisfactory. An enormous amount of fragmen- 
tary information is available, but it is either unreliable or untrust- 
worthy or incomplete. By many students of the problem it is 
claimed that in the study of relief measures the first pressing con- 
sideration is that of obtaining satisfactory statistics, without which 
a scientific basis for action is lacking. On the other hand, it is 
equally evident that these statistics, in the very nature of things, 
will never be satisfactory until some systematic scheme of insur- 
ance is created, because without this it is almost impossible to trace 
all existing unemployment. This appears to be a vicious circle, 
which is in no way different, however, from the situation concern- 
ing accidents or sickness. Complete accident or sickness statistics 
were never available until systems of compensation were established. 
In the case of industrial accidents it has been clearly established that 
only the certainty of relief which follows from compensation or 
insurance makes a complete record possible. Only the organiza- 
tion of compulsory sick insurance gave scientific statistics of the 
morbidity of the wage-working classes. No such national system 
of unemployment insurance for millions of wage-workers exists, and 
consequently there is no national body of unemployment statistics. 

Moreover, the technical difficulties in connection with unem- 
ployment statistics are evidently much greater. An accident is a 
definite event which may be easily recorded. Even the fact of 
sickness can be established in the majority of cases from the outside. 
But unemployment or lack of employment is a more or less diffused 
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condition, which requires careful definition. Thus, for instance, 
we do not think of the members of the leisure class as unemployed 
when they are without occupation, because they do not suffer from 
lack of means of existence. It is therefore not sufficient to record 
the external fact of absence from work. Unemployment must, 
moreover, be carefully differentiated from any form of disability 
and this differentiation may sometimes be rather difficult. The 
difficulty becomes still greater when involuntary unemployment 
(true lack of employment) must be distinctly separated from such 
voluntary unemployment as may be due to trade disputes, or faults 
of character, or a definite desire to defraud. 

Complete statistics of unemployment would need to furnish 
information as to the total time lost from lack of work in a certain 
country during the shortest industrial cycle, which is a year. No 
such information exists. The fragmentary direct information 
available is usually of two kinds. There may be, in the first place, 
a determination of the entire number of persons unemployed on a 
certain day; such may readily be made in connection with a popu- 
lation census; but such a determination conveys little valuable 
information concerning the problem, because of its dependence 
upon the accidental and exceptional circumstances of the day when 
the census was taken. Secondly, there may be a more complete 
study of fluctuations of unemployment within the narrow limits of 
one trade or one community. Such a study is useful so far as it 
goes, but it seldom goes far enough. A somewhat similar effort 
was made in several United States censuses to discover the total 
amount of unemployment for a whole year; but the results, depend- 
ing as they do upon the memories of millions of people, are not 
considered very trustworthy. 

In addition, there are such sources of evidence as fluctuations 
of poor relief, of unemployment relief in small localities, or general 
data concerning fluctuations in intensity of industrial and com- 
mercial activity, which are all valuable as indications of the gravity 
of the problem, rather than as actual measures of its extent." 


*For a good deal of valuable information, the reader is referred to the compre- 
hensive third report of the New York Commission on Employers’ Liability, etc., 
entitled Unemployment and the Lack of Farm Labor; Unemployment in the State of New 
York, by Dr. W. M. Leiserson, and Unemployment, a Problem of Industry, by 
W. H. Beveridge (mainly English data), and the respective sections in the various 
chapters of the Twenty-fourth Report of the United States commissioner of labor. 
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It is worth while to quote a few of the data available, so as to 
get at least a general conception of the number of unemployed 
wage-workers. A very interesting census of unemployment was 
taken in Germany in 1895, and though the data are considerably 
antiquated, they have not lost their interest. In a year of normal 
industrial activity in Germany, in the middle of June when condi- 
tions of employment are at their best, 179,000 persons were found 
unemployed, constituting a little over 1 per cent of the army of 
wage-workers. By the beginning of December of the same year, 
the number had increased to 554,000, or nearly 33 per cent, indicat- 
ing a tremendous increase of unemployment in winter, a feature 
of unemployment which we shall have occasion to refer to presently. 
An inquiry as to the duration of unemployment at the times at 
which data were collected showed that nearly 45 per cent of those 
unemployed in June had been without work over one month, and, 
that in December over 33 per cent had been unemployed for a 
similar period. Some 17 per cent had been unemployed for over 
three months in June, and about 8 per cent in December. 

Such figures, however, which simply state the number of unem- 
ployed at any particular moment, do not indicate the total extent 
of unemployment, for the army of the unemployed is a shifting 
army. More significant are the data concerning the cases of unem- 
ployment per 100 employees as reported by labor organizations for 
a longer period of time. 

The reports of German trade unions have indicated that during 
the first quarter of the year, when unemployment is usually at its 
highest percentage, cases of unemployment varied between 6 per 
cent in years of highest industrial activity, such as 1906, and nearly 
13 per cent in years of industrial depression, such as 1909. Yet it 
is a well-known fact that organized labor, because largely skilled, 
suffers from unemployment a great deal less than unorganized and 
especially casual and unskilled labor. 

In France, a census taken in 1901, showed over 314,000 unem- 
ployed out of a total of over 10,000,000 wage-workers, or a little 
over 3 per cent. The average proportion of unemployed reported 
by the trade unions fluctuated between 7.8 per cent and 11.9 per 
cent in 1908, and between 6.4 per cent and 13.5 per cent in 1909, 
reflecting the effects of the industrial depression of 1908-9. 
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In the United Kingdom, the “unemployed percentage,” as 
reported by several hundred unions and compiled by the Labor 
Gazette, fluctuated during the fifteen years 1894-1908 between 2 
per cent and 1ropercent. In this country, the special inquiries made 
in connection with the censuses of 1890 and 1900 are available (the 
results of a similar inquiry made in 1g10 not having been published 
yet); and while the data for reasons already given are admitted 
to be very untrustworthy, they are, nevertheless, extremely sug- 
gestive. In 1890, out of 23,318,183 gainfully employed, 3,523,730, 
or 15.1 per cent, had reported having been unemployed for some 
time during the preceding year. Ten years later, out of 29,073,233 
employed, 6,468,964, or 22.3 per cent, reported unemployment 
during the year. The figures appear enormous upon the face 
of them. There is evidently a problem here that concerns millions 
of wage-workers. The true significance of the figures is very much 
greater than the percentages given above would indicate, for as a 
basis, the number of all persons employed and not merely of wage- 
workers (whose number cannot be ascertained) has been taken. 
For persons employed in manufacturing and mechanical pursuits 
the percentages were 22.9 per cent and 27.2 per cent, respectively. 
It is very likely that a good deal of short-time unemployment was 
forgotten or overlooked, for the duration of unemployment recorded 
for the six million unemployed of 1900 was very great. 


NUMBER OF UNEMPLOYED IN THE YEAR 1899-1900 ACCORDING TO 
LENGTH OF UNEMPLOYMENT 

















Percentages of 
Duration of Unemployment N — of All Cases of 
Unemployment 
BIR os s.ccivcscees | 3,377,753 49.1 
Be ES 6k casdincesiens | 2,554,025 39-5 
SE Rs. 4 0 0 n6ennees cn 736,286 II.4 
6,468,964 100.0 











Over one-half of these six millions, and possibly three-fourths 
of them, suffered from unemployment to a degree which could not 
fail to cause national distress. The total time lost to the productive 
industries of the country was evidently enormous. An approxi- 
mate estimate would indicate that during one year over 1,900,000 











THE PROBLEM OF UNEMPLOYMENT 319 


years of productive labor were lost; or, what amounts to the same 
thing, of 29,000,000 gainfully employed, on an average nearly 
2,000,000 had been idle throughout the whole year. 

The extent of unemployment in this country, as disclosed by 
these figures, seems to be very much greater than in Europe. It 
must be remembered that neither 1889-90 nor 1899-1900 was a 
year of industrial depression. If, therefore, a similar census had 
been taken for 1893-94, or 1907-8, its results might be still more 
depressing, and the “‘wild”’ estimates of five to six millions unem- 
ployed during severe industrial crises, such as this country is par- 
ticularly subject to, do not appear so wild after the statistical 
data quoted are contemplated. 

What other evidence exists concerning conditions in the United 
States corroborates these alarming estimates. The figures pub- 
lished quarterly by the New York Bureau of Labor concerning 
conditions in the New York trade unions are very familiar; the 
percentage of union workers unemployed at the end of September 
fluctuated during the last fifteen years between 4.7 per cent in 
1899 and 22.5 per cent in 1908; at the end of March, between 9.9 
per cent in 1906 and 30.6 per cent in 1897 and 35.7 per cent in 1908. 
No European figures of unemployment reach anything like such 
heights. The problem of unemployment therefore appears as a 
particularly serious problem in this country. 

While it is impossible to enter here upon any careful analysis of 
these data, there are two features of unemployment disclosed by 
the statistics which must at least be briefly referred to: (1) the 
fluctuations of unemployment in time and (2) the difference of the 
degree of unemployment in different trades. 

Two cycles of unemployment (or employment) are disclosed by 
all statistical data of unemployment published, the shorter annual 
cycle and the longer cycle (from seven to fifteen years long) between 
the ever-recurring periods of industrial activity or industrial 
depression. 

When the total amount of unemployment is considered, there 
is always a great deal more of it in the winter than in the summer; 
only when an industrial crisis, altogether independent of climatic 
conditions, breaks out in the summer is this condition disturbed. 
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As will be indicated later, the phenomenon is due to a few large 
trades subject to seasonal fluctuations because of weather condi- 
tions; building, construction, and farming are three such trades 
which are important enough to influence the general level of unem- 
ployment. A five-year average of unemployment in France shows 
a variation between 8 per cent for July-September and 10.5 per 
cent in December—-February. For fifteen years, the average unem- 
ployed percentage of the British unions amounted for July to 5.7 
per cent and for January to 6.6 per cent. According to the New 
York figures the average percentage of unemployment at the end 
of March for 1897-1909 was over 20 per cent while it was only 10 
per cent at the end of September. 

The problem of unemployment is to a large extent a winter 
problem. This is a serious factor in itself, for in winter all condi- 
tions aggravate the struggle for existence. The minimum cost of 
living is higher: higher prices for food, greater need for clothing; 
increased expenditure for light and an additional outlay for fuel, 
together with the absolute dependence of life itself upon continuous 
shelter—such are the conditions under which the greater share of 
unemployment must be borne. 

The larger cycle works more slowly, from crisis to industrial 
expansion and down again to an industrial crisis or depression. 
The phenomenon is so well known that it is scarcely necessary to 
illustrate it by means of statistical data. While all unemployment 
statistics display this fluctuation, it is perhaps most vividly seen in 
American data, especially during the last two decades, including, 
as they do, two very severe industrial crises, and at least two 
periods of less severe depression in industry and commerce. These 
marked fluctuations present a strong contrast to the problems of 
accident and disease where the risk is fairly uniform from year to 
year and where, though it changes throughout the different seasons, 
it does so but slowly. 

On the contrary, so far as differences between one trade and 
another are concerned, there is a marked analogy between the risk 
of unemployment and the risk of accident. In so far as accurate 
statistical information is available, it proves a fairly definite unem- 
ployment ratio for each trade and fairly uniform conditions con- 
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cerning seasonal and even cyclical fluctuations. This is but 
natural, since the frequency of unemployment or the general rela- 
tion between supply and demand of labor depends largely upon 
the organization of the specific trade as well as of the market for 
the products of the trade. Every large enumeration of the unem- 
ployed, such as has been made in connection with the national 
census already referred to, in Germany, France, or the United 
States, demonstrates this. 

Thus the German census of December, 1895, showed an unem- 
ployment percentage varying between 12.6 per cent for the building 
trades and only g per cent for textiles. In the two French censuses 
of 1896 and 1go1, the unemployed percentage for “distributing, 
loading, and unloading” was 12.11 per cent and 11.96 per cent, 
respectively, for clothing, 7.37 per cent and 6.98 per cent, in com- 
merce 4.46 per cent and 4.88 per cent, in transportation 2.24 per 
cent during both years, in textiles 2.39 per cent and 2.67 per cent, 
and so on and so forth—the smallness of the difference between 
these two enumerations, separated by a five-year period, being 
rather a striking illustration of the point that is made here. 

To an American reader, the situation in the United States is 
necessarily of greater import. A reference to the volume on 
Occupations of the Twelfth Census (pp. ccxxv-ccxxvii and espe- 
cially ccxxxii-ccxxxiii) will furnish a wealth of information which 
cannot possibly be embodied here. When all the occupations are 
arranged in order of the percentages showing some unemployment 
in the year preceding the census of 1900, the percentage is found to 
fluctuate between 59.9 per cent for glassworkers and 1.9 per cent 
for physicians. If the inquiry is limited to mechanical trades only, 
the lowest figure is 11.2 per cent, for confectioners. The building 
trades show a specially high percentage: Masons and plasterers over 
55 per cent, paperhangers, carpenters, and joiners and ordinary 
laborers from 40 to 50 per cent. Forty-four per cent of miners 
suffered from some unemployment. Marble cutters were only 
slightly better off (39.5 per cent). In the iron and steel industry 
and the lumber industry the proportion was about 30 per cent. 
Working-men in various textile industries showed from 20 to 30 
per cent, and similar percentages were indicated in the clothing 
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trade. Among transportation employees, the condition was better; 
only 15 to 20 per cent in various branches of this industry re- 
ported unemployment. In the food industry, the degree of 
unemployment was about ro per cent, and among commercial 
employees of various groups it was under 10 per cent. The 
influence of the trade upon the degree of unemployment is thus 
clearly established. 


The effort to determine the ultimate economic causes of unem- 
ployment, though it presents a fascinating subject of economic 
inquiry and investigation, is beyond the scope of this study. In 
itself, it may boast of an enormous literature because there is 
scarcely any important factor of economic organization that is with- 
out its influence upon the state of employment; and there is 
hardly a measure of economic policy that is not defended or attacked 
because of its influence upon the conditions of labor supply and 
demand. As Mr. W. H. Beveridge tersely put it, “‘the problem of 
unemployment lies, in a very special sense, at the root of most 
other social problems.”’ It is sufficient for our purpose, waving 
aside any search for ultimate causes, to indicate the active factors 
whose influence upon the degree of unemployment is a matter of 
common knowledge. 

The three main phases of variations of the unemployment rate, 
(1) the long cycle of ten or fifteen years, from crisis to crisis, (2) the 
shorter annual cycle, and (3) the variation between trades, indicate 
at least three groups of such factors. 

Of the factors thus to be distinguished, those which determine 
the ever-recurring economic crises are most obscure. Beginning 
with the Malthusian theory of overpopulation, down through 
Jevon’s theory of sun-spots, to Hobson’s theory of overproduction 
due to excessive savings, to the theory of psychological cycles, or 
of overspeculation, to Tugan Baranowsky’s theory of misdirected 
production, or the theory of underconsumption because of the ex- 
traction of surplus value, various explanations have been given by 
some economic writers only to be discarded by others. Socialists 
have designated industrial crises with their necessary consequences, 
unemployment and distress, as the inevitable consequences of 
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competitive industry. Somewhat unexpectedly, a non-socialistic 
writer has recently arrived at the same conclusion: 

So long as the industrial world is split up into separate groups of pro- 

ducers—each group with a life of its own and growing or decaying in cease- 
less attrition upon its neighbors—there must be insecurity of employment. It 
is probable that at least one of the most striking specific factors in the prob- 
lem—namely, cyclical fluctuations in trade—may be traced ultimately to this 
same source. Unemployment, in other words, is to some extent at least part 
of the price of industrial competition, part of the waste without which there 
could be no competition at all. Socialist criticism of the existing order has 
therefore on this side much justification." 
Thus, back of this most important factor, which statistically has 
been shown to be responsible for the largest amount of unem- 
ployment, there are blind forces of economic organization over 
which the working population has no control at all. 

The fluctuations of employment within the shorter annual cycle 
are due to causes of a more obvious character. These cover 
seasonal unemployment, due to the great importance of seasonal 
trades, i.e., trades active through only a part of the year or much 
more active during one part of the year than the other. These 
seasonal fluctuations may be due to inevitable weather conditions, 
such as influence all building and construction work and farm labor. 
They may be due to similar variations in the sources of supply, 
such as are experienced in canning fruit and vegetables. But fre- 
quently they depend upon the weather conditions only indirectly. 
This is true of the whole important clothing industry where changes 
in weather conditions create periods of extensive demand for the 
product of industry and the swiftness of changes in fashions forces 
the compression of production within the shortest possible time 
preceding the opening of the market. 

The various seasons of different trades need not coincide. 
Summer is the busy season for building as winter is for coal mining. 
But because of the large importance in the entire labor market of 
building operations, of navigation, and of farming, the winter sea- 
son invariably shows, on the whole, a larger rate of unemployment. 

And then, there is the fluctuation between trade and trade, 
between occupation and occupation, which partly depends upon 

t Beveridge, Unemployment, p. 235. 
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seasonal changes, but partly upon other factors as well. There are 
occupations in which efficiency is closely dependent upon perma- 
nency of employment—such as clerical work or railroading. On 
the other extreme, there is the occupation in which a contract of 
employment is made for a day or a few hours only. This class 
covers a good proportion of all unskilled labor and perhaps its most 
typical example is the work of loading and unloading vessels at 
docks. There may be work all the year around but no employer 
has constant demand for labor and no employee a constant position. 
As a result, there is continual searching for employment with an 
enormous loss of working time for each individual employee. 

In addition to these broad factors of unemployment, there are 
many minor ones which together may be responsible for a con- 
siderable share of unemployment. Old industries break down and 
new ones are created. The readjustment is not always easy, and 
it always takes time; some of the employees may quickly adapt 
themselves to a new occupation; others, under the influence of age 
or some other unfavorable condition, may never succeed. As illus- 
trations, the bicycle industry may be mentioned, or the substitu- 
tion of electric power for horse power on street railways. Again, 
when concrete construction first became popular, it threatened to 
cause a violent disturbance in the old building trades. 

Large undertakings come to an end and then a large surplus of 
labor power is liberated, which may not find employment at once. 
The ebb and flow of immigration in this country often obscures or 
relieves the results of these violent changes. Occasionally, indus- 
trial establishments are transferred from one locality to another 
and labor is seldom mobile enough to follow this change immedi- 
ately. In the process of consolidation of many independent indus- 
trial establishments into large trusts, some of them may cease 
operations altogether, and similar liquidations of manufacturing 
establishments occur for other reasons. Business failures, of which 
10,000 or 15,000 occur annually in this country, death of employers, 
etc., are other exigencies which aid in the creating of a certain 
amount of unemployment. 

It is necessary to bear all these factors in mind in order to place 
the responsibility for unemployment where it belongs, for the 
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point of view is still frequently met that unemployment is a fault 
of character rather than of opportunity. The factors briefly 
enumerated above are mostly impersonal and those that are per- 
sonal pertain to the personality of the employer and not of the 
employee. Mr. W. H. Beveridge has very properly given his 
excellent study of unemployment the subtitle, “A Problem of 
Industry” (not of character). The greatest share of unemploy- 
ment is due to faults of industrial and economic organizations, over 
which the employee as an individual in any case has no control. 
Unemployment is due to the disturbances in the demand for labor— 
not in its supply, which is fairly constant or at least slow in its 
changes. 

It is true, nevertheless, that a personal factor of unemployment 
exists. It is true that the less efficient, the less energetic suffer 
more from unemployment, not only because they are less successful 
in finding employment but because they are the first to lose it when 
reduction of force becomes necessary. It has been observed under 
many unemployment relief schemes and even insurance schemes 
that a certain proportion of the relieved will find themselves 
repeatedly out of employment. From the less efficient the tran- 
sition is gradual to those only partially employable down to those 
altogether unemployable, the “hobo,” the tramp, and the habitual 
criminal. These may present a separate problem of their own, a 
problem of social hygiene, prophylaxis, and medicine, but even in 
dealing with this social disease, it is well to study carefully its 
etiology. 

There may be hereditary tramps with unconquerable Wander- 
lust—individuals, who if they had grown up under more favorable 
circumstances, might have developed into famous globe-trotters, 
hunters, or sportsmen. But after all, this type, like the type of the 
hereditary criminal, is an exceptiona! one; most tramps, like most 
criminals, are creatures of those circumstances which have forced 
them out of the routine of honest and systematic toil. “The man,” 
says Mr. Beveridge, “who is continually tramping the streets in 
search of employment is losing, quite certainly, in nearly all the 
qualities that go to make for industrial value.” 

There is a paucity of statistical material by which to judge of 
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the comparative importance of the many factors enumerated above. 
For this very reason, the following illustration, giving the above 
experience in the city of Milan, Italy, for 1908, may be interesting 
as indicating the great variety of existing factors: 

Number of Persons 


Cause of Unemployment Receiving Unem- 
ployment Benefits 


Dull season 
Dismissal because of application of new wage scale 63 
Pe ig 5 iaraia acco ansiarkinas Catenin 60 
Suspension of work because of strike of other workmen 
supplying raw material 60 
Industrial crises 57 
Discharge subsequent to labor disputes 04 
Closing of establishments through bankruptcy 17 
Suspension of operations for the purpose of taking stock ? 


1,145 


It would seem to be hardly necessary to dwell upon the economic 
consequences of unemployment upon those suffering from it. The 
sudden increase in the number of people out of work which occurs 
during an economic crisis seldom fails to cause an alarming amount 
of very acute distress, even upon the highest wage-levels. There is 
immediately an increase in pauperism and crime and the very pic- 
turesqueness of the situation makes a strong appeal for charitable 
relief, usually distributed neither wisely nor too liberally. But 
perhaps it is no exaggeration to say that in the final analysis the 
“normal” amount of unemployment that always exists is produc- 
tive of even worse results through the undermining influence it 
exercises upon the general standard of life of the working classes. 

Because a few trades exist in which high wages fairly compensate 
for the large amount of unemployment (such as the bricklayers’ 
trade, for instance), it is often assumed that a similar compensa- 
tion usually exists. It is true that the high wages earned during 
the busy season help to carry the worker’s family through the 
critical period of unemployment; but it does not follow from this 
that unemployment is without its damaging effects even in these 
cases. It may be quite true, as Mr. Beveridge states succinctly: 


An individual is not self-supporting unless his earnings amount to a 
sufficiency for life and not merely to a sufficiency for the time of working. 
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An industry is not self-supporting unless it yields wages not only for the time 
of employment but also for the time of inevitable unemployment as well; 
unless it maintains all the men required by it both while they are in active 
service and while they are standing in reserve." 


But this is an expression of an ethical ideal rather than of 
economic reality under present organization of industry. The same 
argument is perfectly sound when applied to industrial accidents, 
occupational diseases, old age, child labor, etc. But as a matter 
of fact, competitive industry (unless forced by proper legislation 
for social insurance) does not determine the working-man’s share— 
wages—on any such principle. 

Neither of the two theories of wages, which represent the two 
diametrically opposed economic schools—the productivity theory 
which claims that to the working-man goes, or tends to go, that 
part of the product which represents his exact contribution to pro- 
duction; the surplus value theory, which assigns to the wage- 
worker the price of the labor power, and to capital all the additional 
value which may be squeezed out of the labor power—neither of 
these two theories provides for payment of time lost because of 
unemployment. As the New York Commission stated in its report 
on unemployment:? 

There is little evidence, except in highly organized trades, like building, to 
show that wages are adjusted in such a manner as to afford an adequate annual 
income to the wage-earner, despite loss of time through unemployment. It 
would be an advantage to the employer to retain his employees in constant 
employment throughout the year if he had to pay them in the busy season an 
additional sum to enable them to live the slack months. That employers do 
not give steady employment is evidence that wages are not adjusted on any 
such basis. 


An additional reason why no such adjustment is possible is that 
in no occupation is the risk of unemployment either certain or 
definite, and that no adjustment can be made to an unknown 
factor except through a method of insurance. In his well-known 
computations of wages in the United States, Professor Scott Nearing 
is forced to reduce the average annual earnings (derived from 

* Unemployment, p. 236. 

2 New York Commission on Employers’ Liability, etc., third report, Unemploy- 
ment and Lack of Farm Labor, p. 53. 
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weekly wages) by 20 per cent to allow for the average unemploy- 
ment. Some workmen may be lucky in losing much less time, 
but others lose much more than that. In cases where excessive loss 
must be made up, unemployment leads to woman and child labor, 
to a material lowering of the standards, to underfeeding, debts, 
pauperism, and actual distress to the point of starvation. 


The variety of remedial measures proposed compares favorably 
with that of the causes responsible for the existence of the problem. 
The vast majority of these expedients aim at prevention rather 
than cure, a condition of affairs which in itself is highly praise- 
worthy. In social as in physical hygiene, prophylaxis is more 
important than therapeutics. But even in medicine, the science 
of prophylaxis is far from having reached that stage which would 
make therapeutic measures unnecessary. 

From protection to home industries, through high customs 
duties, down to the socialist demand for a co-operative common- 
wealth, every economic policy realized or proposed has aimed to 
prevent unemployment. That the measures applied have not been 
successful is amply proven by statistics of unemployment; and as 
to measures proposed, even a co-operative commonwealth offers 
(logically at least) no positive guaranty of total prevention of 
unemployment, though, of course, it may easily so organize the 
process of distribution as entirely to prevent the resulting poverty 
and distress. 

A detailed review of all these various measures either tried or 
proposed would be beyond the scope of this study, which is con- 
cerned primarily with one particular plan of relief. But perhaps 
it is worth while mentioning them briefly, so as to indicate the 
necessity for such organized systems of relief. 

Industrial development has often been advanced as the surest 
method. But while it seems quite plausible that high industrial 
development must absorb the surplus of labor, unemployment, 
both acute and chronic, has in fact become the feature primarily 
of the countries and age in which industrial development has been 
most rapid, for industrial development does not guarantee regularity 
of activity or employment. Again, better regulation of the con- 
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ditions of the labor market through public employment offices or 
labor exchanges has been widely advocated and tried, and of the 
usefulness of such institutions there can be no doubt. Considering 
that wage labor constitutes the only means of existence of the 
majority of the population of this country, for instance, it is cer- 
tainly remarkable how little has been done to improve the condi- 
tions of selling labor power. The necessary coming-together of 
buyer and seller is left entirely to chance, or to individual energy, 
or becomes a matter of speculative enterprise, private employment 
offices, and private advertising agencies. As a result, the adjust- 
ment is far from perfect: the amount of unemployment is usually 
greater than is justified by the existing demand for labor, since part 
of this demand remains unknown. 

But, after all, labor exchanges may only facilitate the satisfaction 
of that demand—they can hardly increase it. Perhaps the most 
urgent plea for such labor exchanges was made and the greatest faith 
placed in their effectiveness by Mr. W. H. Beveridge, whose book 
has been already quoted so frequently. But a careful study of this 
work demonstrates that the author had in mind the peculiar con- 
ditions on London docks and that his remedy was directed against 
one specific form of unemployment—casual labor—which Mr. 
Beveridge hopes could be ‘‘decasualized”’ by a system of proper 
registration in labor exchanges. 

Beyond this specific remedy, Mr. Beveridge proposes a flexible 
standard of wages and also a flexible standard of hours of labor— 
a remedy which seems to tend toward the same condition of casual 
labor which elsewhere he attacks so energetically. There is little 
doubt that in certain seasonal trades, where the wide fluctuations 
between unemployment and extreme intensity of activity with 
overtime are caused not by climatic conditions but the caprices of 
fashion, such flexibility of hours would stimulate a shortening of a 
busy season with the always-present danger of increase of hours. 

Another very popular measure, partly prophylactic, partly 
remedial, which has been widely advocated and often tried is the 
organization of public works. It is boldly put forth in the platform 
of the Socialist party of America as labor’s demand in case of 
unemployment. Yet the remedy has often been tried and often 
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with very unsatisfactory results. That regular public employ- 
ment, as such, is almost free from the danger of unemployment! 
may be readily admitted. And it follows that extension of govern- 
mental activity must have a steadying influence upon the labor 
market. But the organization of public works for the purpose of 
relieving the army of unemployed is a very different matter. There 
is no permanent army of unemployed and in the very nature of 
things there cannot be one, outside of the class of tramps and 
criminals; and when the person unemployed has reached that con- 
dition, he needs, not public works, but more specialized treatment, 
whether in work colonies or in reformatories. Irregularity of 
employment cannot be cured by a simple expansion of industries. 
This irregularity affects all industries, or nearly all; and public un- 
dertakings cannot be temporarily established in these various 
branches of industry, to be closed down again when conditions of 
employment have improved. Inevitably, therefore, the plan has 
reduced itself to this, that public works have been established or 
undertaken which “‘could employ all persons skilled or unskilled,”’ 
which means the simplest work of unskilled labor, in building or 
street works, reforestation, or similar undertaking. Naturally, work 
performed by hands unused to it cannot be performed economically. 
The state is faced by the dilemma of either paying wretchedly low 
wages in accordance with the value of the work performed or paying 
wages out of proportion to the value, which brings public works 
into the class of thinly disguised public charity. At best, the re- 
sult is that the public work is performed at high cost and performed 
inefficiently and even then it is seldom sufficient to meet the demand. 

These strictures have been repeatedly made and are undoubtedly 
sound. It does not follow therefrom that public works have not 
performed their useful functions in times of great emergency. 
Under conditions of sudden and vast unemployment, they have 
proved a more dignified method of granting public relief to the 
needy than direct private or public charity or poorhouses or work- 
houses. But their failure to meet the problem of unemployment 
successfully, the clear evidence that they must be classed with 


* The word “almost” is used advisedly. Workmen are frequently laid off both 
at the government printing-office and at the various navy yards when work is slack. 
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methods of relief rather than prevention, have underscored the 
necessity of other methods to meet the conditions of unemployment 
in so far as it cannot be prevented, or at any rate is not prevented. 

What is this method? While the source of income is for the 
time destroyed, expenditure must go on. It is theoretically true 
that the relief of possible distress due to unemployment reduces itself 
to the question of wages. A proper averaging of wages over the 
entire period including the time of employment and time of unem- 
ployment is the only solution of the problem. 

But several difficulties arise. First, can the proper averaging 
be achieved in the case of each individual workingman, since the 
risk of unemployment does not distribute itself in equal portions 
among all workmen? Secondly, can the individual workman be 
trusted to have enough acumen to make provision for the lean 
weeks? And thirdly, does the average income make such average 
possible without destroying the necessary standard, or, in other 
words, are wages high enough to furnish the necessary means to 
overcome the results of unemployment ? 

Applying the general principles of social insurance and the well- 
known facts of wages and cost of living to this specific problem, all 
three questions must be answered in the negative. The proper 
solution must, therefore, be found in the following three conditions: 

1. A true averaging of income may be obtained only by means 
of the insurance method. 

2. This insurance must be compulsory. 

3. The industry or the social surplus must participate in this 
process of loss distribution, as it does in other forms of social 
insurance. 

The answer therefore, is, briefly: Compulsory, subsidized un- 
employment insurance. 


I. M. Rusinow 
New York City 





VALUATION OF RAILROADS IN THE STATE OF 
WASHINGTON 


The valuation of railroads in the state of Washington was 
undertaken for the specific purpose of securing a basis for determin- 
ing the reasonableness of railroad rates and fares on intrastate 
business.’ The work was performed by the State Railroad Com- 
mission? during the years 1905-10. In purpose and scope the task 
was similar to that performed about the same time by the Railroad 
and Warehouse Commission of Minnesota. The methods adopted 
by the Washington commission, however, are in some cases unique, 
and the results attained are interesting. 

The original commission act provided that the commission 
should, as early as practicable, ascertain the amount of money 
expended in the construction and equipment per mile of every 
railroad in Washington. It was soon found that a literal compliance 
with the terms of the act would be of little if any value to the 
state. It had been clearly intimated in decisions by the Supreme 
Court of the United States that in ascertaining value consideration 
must be given not only to the original investment, but also to the 
cost of reproduction, to the amount and market value of the stocks 
and bonds, to the density of traffic and, in short, to every element 
that a provident investor would consider in determining the market 
value of property.4 The commission spent much time and labor in 
drafting an amendment to the law, which was passed by the legis- 
lature in 1907 definitely directing the commission to ascertain every 
element that the courts had intimated should be considered, as 
well as every element that the commission after careful investiga- 
tion concluded would be material as showing the true value of the 
property.® 

The problems which confronted the commission in carrying 
out the duties assigned to it may be classed under three headings: 
(a) finding the market value of the property used by the railroads 

* Findings of Fact by Washington Railroad Commission, p. 3. 

2 Recently expanded into a public service or utilities commission. 

3 Findings of Fact, p. 3. 4 Smyth v. Ames, 169 U.S. 466. 


5 Findings of Fact, p. 4. 
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of the state in their capacity as common carriers; (6) dividing 
this value in accordance with its use for state or interstate purposes; 
and (c) reaching a conclusion as to the reasonableness of a schedule 
of rates. In the solution of these problems there were several ele- 
ments of uncertainty, and the conclusions of the commission could 
only approximate the truth. Nevertheless, it is doubtful if the 
work of any cther railway commission which has undertaken the 
task of estimating the value of railroad property has been so 
thorough and so closely in accord with the decisions of the federal 
courts as has been the work of the Washington commission. 

In order to ascertain the market value of the railroad property 
of the state used for the public convenience, consideration was given 
to the original cost of construction including added improvements 
and betterments, to the present cost of reproducing the property new, 
to its depreciated value, to the density, nature, and permanence of 
population and traffic, to facility for doing business, and to geo- 
graphical conditions. Some consideration was given to the market 
value of stocks and bonds; but this element, depending very 
largely upon the other factors named—at least in so far as these 
securities were not manipulated on the stock market—was not of 
prime importance. 

In determining property values the methods adopted by the 
commission differed in certain respects from those adopted in other 
states where a similar valuation of railway property had been 
attempted. A greater effort was put forth to ascertain the original 
cost of construction. Lists were made showing all structures, their 
age, size, and cost, and statements were procured showing existing 
rails and their weight, track fastenings, ties, ballast, sidings, and the 
like." As far as possible this cost of fixed equipment was ascer- 
tained from the records of the companies themselves, and where 
this could not be done the prevailing prices at the time of purchase 
were secured and added to the costs obtained from the books of the 
railway companies. In the same way the cost of the rolling stock 
was secured; but in ascertaining the cost and amount of this 
equipment properly chargeable, or allowable, to the state of Wash- 
ington, it was necessary to procure the passenger-car, freight-car, 

* Findings of Fact, pp. 4 and 7. 
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and engine mileage on the entire system of each railroad, and the 
same for the state, and allow to the latter the proportion which the 
mileage of each class of equipment in the state bore to the same class 
on the entire system.’ 

In this manner estimates were made of the original cost of 
the railroads of the state. In securing these estimates the roadbed, 
structures, and equipment of each railway were reduced to “unit 
quantities”; that is, “units of labor and material furnished and 
used” in the construction of the road.?_ These units taken together 
embraced all the elements necessary to equip the roads in their 
present condition. Having these unit quantities, which showed 
exactly what was performed, the commission was in a position to 
ascertain what it would cost to reproduce the property today. To 
the different units of construction and equipment thus found, 
current market prices were applied, and the cost of producing the 
property anew was obtained. 

In thus securing data for estimating the original cost of railway 
property within the state and reducing these data to unit quantities 
the Washington commission did a unique piece of work. Its 
method of arriving at the depreciation of structures and equipment 
was again unique. Having ascertained approximately the original 
cost and the cost of constructing the railway properties of the state 
anew, another step necessary to attainment of the market value of 
these properties was an adequate allowance for depreciation. It 
was here that the commission adopted what might be called 
‘*mortality tables of structures.” In a report to the commission 
it had been stated that in estimating the present or depreciated 
values of structures, rolling stock, and other equipment of railroads, 
both Michigan and Wisconsin had sent experts into the field to fix 
the value of each unit as a percentage of what that value would 
have been were the unit new. In this manner 40,000 freight cars 
were inspected in Michigan, and their present or depreciated value 
estimated.’ The report suggested that greater accuracy could be 
attained, at less expense, by applying mortality tables. Instead 


* Findings of Fact, p. 8. 
2 Ibid., p. 4. 4 Ibid., pp. 8 and 9. 
3 Ibid., p. 8. 5 Ibid., p. 8. 
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of appraising, for example, every locomotive or car, it would be 
possible to determine its age, the present value of new equipment 
of the same kind, and the average life of such equipment. From 
these data the depreciated value could be easily secured. Thus 
if the average car has a life of twenty-five years, it loses 4 per cent 
of its life every year. If its age in years is multiplied by 4 and the 
product is then subtracted from 100, the remainder will give its 
present value expressed as a percentage of its value new.* 

In some instances the records of the railroads did not show 
the ages of particular existing structures. In such cases, however, 
the accounting records did show the dates when structures in general 
were built, or when cars were purchased. In these cases the com- 
mission endeavored to find “‘ the average age of the money invested ”’ 
in these structures or cars, and thus estimated the present or 
depreciated value.? Suppose, for example, there are several 
station buildings in existence whose ages are not known. If 
$20,000 was spent for such buildings in 1898, $40,000 in 1902. and 
$10,000 in 1903, then in 1908 the average age of the money invested 
in these structures is found thus: 


$20,000 X 10 equals $200,000 for one year. 
$40,000 6 equals $240,000 for one year. 
$10,000 5 equals $50,000 for one year. 


A total of $70,000 invested for seven years is thus secured; for 
$490,000 divided by $70,000 gives seven. 

In ascertaining the market value of the railroad properties of 
the state, consideration had also to be given to such elements as 
density and permanence of traffic. The importance of this latter 
element was exemplified by a comparison introduced between the 
Tacoma Eastern Ry. and the Great Northern and Northern Pacific 
railways. Concerning the Great Northern and the Northern 
Pacific the evidence showed that their business in the state would 
tend to augment, since their traffic consisted largely of the products 
of agriculture, horticulture, and manufacture, all of which would 
increase as the state was settled. The testimony concerning the 


* Ibid., p. 9. 2 Ibid., p. 9. 
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Tacoma Eastern Railway tended to show that its business is 
confined largely to forest products which in the next decade would 
of necessity be greatly curtailed.t Considerations like these in 
some instances greatly affected the commission’s estimates of the 
market value of the railroad properties of the state. In the case of 
the Oregon R.R. and Navigation Co. (now the Oregon-Washington 
R.R. and Navigation Co.) the market value was estimated at 
more than 20 per cent in excess of the cost of reproduction; in 
the case of the Northern Pacific Ry. Co., at about 1 per cent above 
the cost of reproduction; in the case of the Great Northern, between 
the cost of reproduction and the depreciated value; and in the case 
of the Bellingham Bay & British Columbia R.R., at less than half 
the cost of construction new. In the last instance the only com- 
modities of importance produced in the region which the railroad 
served were forest products, one-half the life of which had already 
passed.’ 

The results of the commission’s work in valuing the railway 
properties of the state in accordance with the methods and 
plans described, may be tabulated with respect to five roads as 
follows: 








| Total Cost of | Original Market 
| Reproduction Cost lu: Value 
Northern Pacific Ry. ......| $109,267,909} $ 85,301,693| $ 98,016,645) $110,308,450 
Great Northern Ry........| 61,674,557} 47,029,939] 56,887,079] 59,577,212 
Oregon R.R. and Navigation 
Co 15,891,452 14,244,241 13,933,072 19,500,000 
Bellingham Bay & British 
SS ere 2,292,841 1,739,169) 2,029,148 1,100,000 


1,696,869) santas . | 5,176,073 











* Findings of Fact, p. to. 

2 Railway Age Gazette, February 18, 1910. 

3 Findings of Fact by the Railroad Commission of Washington, and Railway Age 
Gazette, February 18, 1910. Since the work of the commission was concluded the 
Chicago, Milwaukee & Puget Sound and the Spokane, Portland & Seattle railways 
have been completed. Their valuation is not therefore included in the Findings of 
Fact, though their costs would of course be reported to the commission. As these 
roads have just recently been completed, original cost, cost of reproduction, and 
depreciated value would be practically the same. 
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The capitalization of each of these roads in 1910 and the market 
value of their properties within the state of Washington, as ascer- 
tained by the commission, may be indicated as follows:' 








Market Value 
Capital Stock Bonded Total Stocks of Property 
Outstanding Indebtedness and Bonds = the 
tate 





Northern Pacific Ry $248,000,000/$ 299,051,000] $547,051,000) $110,308,450 
Great Northern Ry 209,970,250] 100,018,939] 309,989,189] 59,577,212 
Oregon R.R. and Navigation 


C 
Bell 


0 35,000,000} 23,380,000} 58,380,000] 19,500,000 
in, 
1,000,000 1,659,000 1,100,000 


1,000,000]. 1,000,000 55176,973 

















It will be observed that the commission’s estimate of the market 
value of the Columbia & Puget Sound R.R. is several times the 
par value of its outstanding securities, and somewhat in excess 
of its cost of construction new. For reasons already given the 
market value of the Bellingham Bay & British Columbia R.R. is 
appraised at less than one-half of its cost of construction new and 
at less than its outstanding issues of stock and bonds. The 
Northern Pacific and Great Northern railways and the Oregon 
R.R. and Navigation Co. are great interstate roads, and any com- 
parison between their outstanding securities and the market value 
of their properties within the state of Washington could not of 
course be made. Even a comparison between the capitalization 
per mile and the average market value per mile within the state 
would be misleading, as the physical conditions of Washington differ 
very widely from those obtaining in the parts of other states served 
by these roads. It may be said, however, that the commission esti- 
mated the market value per mile of the Northern Pacific Ry. at 
$67,800; of the Great Northern Ry. at $77,200; and of the Oregon 
R.R. and Navigation Co. at $39,000.” 


* Figures for the capitalization of these roads are taken from Moody, Manual of 
Railroads and Corporate Securities, tg10. The year 1910 is selected, as the commission’s 
work in valuing the properties of these roads was completed then. 

2 Findings of Fact, and Railway Age Gazette, February 18, 1910. The mileage of 
the roads within the state is as follows: Northern Pacific Ry., 1,629; Great Northern 
Ry., 770; and Oregon R.R. and Navigation Co., 501. 
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Some of the railroads of Washington own considerable property 
which is not used for operating purposes. Some of this property 
is located in the larger cities of the state, and the railroad com- 
panies alleged that it was held for future operating purposes. In 
co-operation with county assessors the commission had the value of 
all property not used by the railroads as common carriers, nor 
likely to be so used in the near future, deducted from their original 
tentative findings. The Northern Pacific Ry. Co., for example, 
owned commercial property in Tacoma aggregating in value 
$5,000,000; in Seattle, aggregating in value $9,250,000; and in 
Spokane, amounting approximately to $1,194,155. The Great 
Northern Ry. owned similar property in Seattle exceeding in value 
$9,000,000. Evidence showed that all this property was not used 
by these roads for operating purposes, nor likely to be in the near 
future, as alleged by the roads in question. Hence these properties 
were not included in the final report of the commission." 

Having arrived at estimates of the physical and market value 
of railroad property within the state, the commission was confronted 
with another intricate task—that of differentiating the values of 
properties used in the conduct of state and interstate business re- 
spectively. This division had never before been adequately made 
by any other railroad commission. From the standpoint of state 
authority a railroad crossing state boundaries is devoted to two 
uses, state and interstate. Traffic moving entirely within the state 
is state business and within the jurisdiction of the state; all other 
traffic is interstate business and outside of such jurisdiction. 

In making this differentiation the commission endeavored to 
ascertain the value of the use of that part of each interstate road 
doing state business. By expert accountants the movement of 
traffic and cars over the division of each road within and without the 
state was determined from the records of the railroad companies 
themselves for the years 1906, 1907, and 1908. In this movement 
the unit of measurement in the case of freight was the ton-mile; 
and in the case of passenger traffic, the passenger-mile. The 
number of ton-miles of each commodity and each class of freight 

* Findings of Fact, p. 11. 

2 Ibid., pp. 13, 97, and 230. 
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with the average distance hauled was ascertained. Similar figures 
were secured with regard to passenger traffic. A fair division was 
thus made from these data between state and interstate traffic." 
In separating the value of this traffic and assigning to the state 
its proper share, it was necessary to consider not only the volume 
but also the character of the freight hauled. If all freight were of 
the same classification, and were moved at the same cost, the 
division of value would be determined by the volume of the move- 
ment. This, however, is not the case. State traffic of low class, 
such as logs, may have little or no interstate movement, while high- 
class interstate traffic, such as silks, may have little or no state 
movement. Having secured the volume of movement of the 
different classes and commodities in ton-miles, it was necessary 
in order to meet this difficulty to put all commodities on an equality 
as to classification, as classification largely determined the rate 
charged by the railroads, or the value of the movement. By 
multiplying the volume of each class and commodity, state and 
interstate, expressed in ton-miles, by the ratio of the rate charged 
to the first-class rate, a result is secured which states the amount 
of the movement in units equivalent to ton-miles of the first class.? 
A further step, however, is necessary before that part of the 
market value of interstate roads devoted to state uses can be 
properly segregated. The cost of moving a ton one mile on a 
short state haul is not the same as the cost of moving the same ton 
a longer distance across several state boundaries. Hence the 
value of a ton-mile must be further equalized by allowance for the 
relative cost of haul. The cost of haul is obtained by multiplying 
the ton-mile product obtained above by a factor which expresses 
the cost of the state haul relatively to the cost of the interstate 
haul in the different classes and commodities. This gives the ton- 
miles equalized as to both classification and cost of haul, and the 
result represents the quota of value assignable to state traffic. 
The process may be illustrated by selecting two of the most 
important commodities carried by the railroads of the state, 


* Ibid. 
2 This process was explained to the writer by Mr. John C. Lawrence, one of the 
members of the commission. 
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grain and lumber. 
Ry. Co." 
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The figures are those of the Great Northern 








Grain 


LumBER 





State 


Interstate 


State 


Interstate 





I. Ton-miles handled... ... 
II. Ratio of rate to first- 


III. Equivalent ton-miles 


corrected by ratio of rates) 


(IxII) 
IV. Relative cost of ton- 
mile haul 


ton-miles} 


12,711,744 


©.147 


1,868,626 
0.8820 


1,664,937 


©.117 


194,798 


1.00 


2,123,708 


o.12t 


256,969 


1.4499 


34,851,693 


0.109 


3,798,835 


1.00 


V. Equivalent 
corrected by ratios of cost 
and rates (III XIV) 











1,648,128 194,798 372,579 3,798,835 








Applying the process to all classes of freight on the Great 
Northern Ry., the totals and percentages were as follows: 








Propuct or Ton-MILEs as 
EQuaLizep By RELaTIve Cost 





State Interstate 





7:983,903 
6. .87 


4,715,317 
37-13 











Passenger traffic was treated in like manner and the result on 
the same road may be similarly expressed: 








Propuct or PassENGER-MILES 
AS EQUALIZED BY RELATIVE CosT 





State Interstate 





594,336 
35.98 


1,057,729 
64.02 








From the percentages obtained, freight and passenger, there 
remained the final step of securing the proportions to be assigned 


to state and interstate trade on the whole traffic. On the Great 
Northern the freight earnings were 70.83 per cent and the passenger 


* See Findings of Fact, p. 229. 
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earnings 29.17 per cent of the total for the period considered, 1906, 
1907, 1908. Hence: 


State freight ©. 3713 X0. 7083 =0. 2630 ) 44.97 per cent 
State passenger traffic 0.6402 Xo. 2917 =0. 1867 state 
Interstate freight 0.6287 Xo. 7083 =0. 4453 | 55.03 per cent 
Interstate passenger traffic ©. 3598 Xo. 2917 =0. 1050 interstate 


It will thus be seen that the value of the property of the Great 
Northern Ry. Co. in the state of Washington used by it for the 
accommodation of state business was estimated by the commission 
at approximately 45 per cent of the total market value as already 
given, the remaining 55 per cent being used in interstate business. 
As the market value of the operating properties of the Great 
Northern Ry. within the state, or properly assignable to the state, 
was appraised at $59,577,212, the part of this value assignable to 
state traffic, and on which the road was entitled to earn a reasonable 
return from such traffic, was $26,809,745. 40." 

In the case of the Northern Pacific Ry. similar percentages were 
secured. The market value of the operating properties of this road, 
within or assignable to Washington, was estimated at $110,308,450, 
of which 41 per cent, or $45,226,464.50 was allotted to state 
business.2 The commission had some difficulty in the case of 
the Oregon R.R. and Navigation Co. in apportioning the esti- 
mated market value between state and interstate use, because 
that company failed, or refused, to furnish information concerning 
its operating divisions according to state lines. 

In reaching a conclusion as to the division of the value of rail- 
way property in accordance with the value of its use for state and 
interstate purposes, the commission had no precedent to guide 
it. It was the desire of the commission to establish a basis which 
could not be attacked in the courts for determining the reasonable- 
ness of rates and fares on state traffic. The question, however, 
had never been fully presented to the courts, and where it had 
been partially considered much was left undecided. It was clear, 

* Findings of Fact, p. 230. 2 Ibid., p. 97. 

3 Jbid., p. 310. Figures are not given in the Findings concerning the segregation 


of values into state and interstate uses on this road. The writer has been unable to 
secure any figures concerning the valuation of this road later than the Findings. 
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however, that in order to ascertain the part of the value of each 
interstate road properly allotted to state traffic, consideration must 
be given to the rates charged. Otherwise a comparison could not 
be made between a state haul of a ton of logs and an interstate haul 
of a ton of silk. Furthermore, the division between state and inter- 
state values would be but slightly affected by any ordinary changes 
in rates." 

Having arrived at the market value of property within, or 
assignable to, the state, and the part of that value properly appor- 
tioned to state traffic, the commission approached the problem 
of determining the reasonableness of rates in the light of the facts 
found and enumerated. That portion of the value of railway 
property found to be devoted to state use became the capitalization 
on which a company was entitled to earn a reasonable return. The 
amount of this return was not definitely fixed but assumed at 
seven per cent.? 

When it came to the question of determining particular rates, 
two of the three commissioners adopted the principle of cost of 
service. “It is true that in making of particular rates many 
matters besides the cost of service must be considered. But 
a division of value is based, not on a particular rate, but on an 
entire schedule of rates. The reasonableness of returns on such 
schedule must be based on the cost of service as a prime factor in 
such determination. This view is sustained by eminent authorities 
and appeals to common-sense and fairness.’’? The chairman of 
the commission, while admitting that cost of service is an important 
element and should be considered, held that there is no fixed relation 
between the cost of service and a reasonable and proper rate, and 
denied the assumption that each ton-mile of the same or a similar 
commodity should return a profit based upon the relative cost of 
service in handling the ton-mile.‘ 

In accordance with the views of the majority of the commission, 
figures were secured from the railway companies concerning their 

t See Findings of Fact, No. 93. 

2J. C. Lawrence, Reasonable Railway Rates and How They are Determined, p. 12. 

3 Findings of Fact, pp. 231 and 232. 

4 Ibid., pp. 236 and 237. Statement of H. A. Fairchild. 
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operating expenses and their earnings on state traffic. Little 
difficulty was experienced in getting the gross earnings on the 
difierent commodities and classes of freight, but the problem of 
dividing operating expenses among the various classes and commod- 
ities and separating the expenses incurred for state and interstate 
traffic was exceedingly involved. The problem, however, was 
solved in a way satisfactory to the commission and to the public, 
and some substantial reductions in rates were secured." 

As a result of the findings of the commission grain rates 
on state shipments were reduced by an amount approximating 
$750,000 per annum.? Consequent reduction in adjoining states, 
owing to the interrelation of rates, increased the amount to about 
$1,250,000 per annum. No appeal was taken by any of the rail- 
roads affected, and the decision of the commission under the laws 
of the state of Washington became final. 

The attempt on the part of the majority of the commission 
to reduce railway rates to a cost-of-service basis indicates an 
attitude wholly at variance with the views of railway economists 
generally. It is doubtful, however, if the cost theory will be 
seriously applied on any extensive scale to particular rates. 

Another feature of the commission’s work is open to criticism. 
The market value of the railway property of the state was deter- 
mined in part by the probable increase or decrease of its traffic in the 
future. Thus, as already indicated, the properties of the Oregon 
R.R. and Navigation Co. within the state were appraised at 
over 20 per cent more than their cost of construction new, and 
those of the Bellingham Bay & British Columbia R.R. more than 
50 per cent below cost of reproduction. Here we have, to some 
extent at least, a capitalization of probable future earnings. In 
one case the railroad is allowed a return on values based on traffic 
which does not exist today but in all probability will exist at some 
time in the future; while in the other the valuation or capitaliza- 
tion upon which the road is allowed a reasonable return is reduced 


‘It is not the purpose of the writer to discuss this phase of the subject except in 
its relation to the valuation of railway property. 

2J. C. Lawrence, Reasonable Railway Rates, etc., p. 15. 

3 Ibid. 
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because its traffic will be curtailed in the future. Such a valuation 
or capitalization is admissible from the standpoint of the investor, 
but hardly from the standpoint of the shipper in the one case or 
of the railroad in the other, if this valuation represents the amount 
upon which a uniform return is allowed by the state. The com- 
mission, it is true, is not bound to set as a limit any definite and 
uniform percentage of profit. However, the commission’s valuation 
of a road is supposed to be the capitalization upon which it is entitled 
to a fair return. If one road is allowed a high rate of profit on its 
valuation because its traffic is apparently temporary in nature, and 
another only a low rate because its traffic is relatively permanent or 
increasing, much adverse comment is likely to be excited, even 
when these differences between the roads are appreciated. 

It is also to be observed that state regulation of rates is not 
without its effect on the charges imposed on interstate traffic. 
As already indicated, the lowering of grain rates within the state 
of Washington was immediately followed by a similar reduction on 
shipments from the adjoining states. Whether or not state regula- 
tion will be allowed in the future to operate in such a way as to 
force railroads to change their rates on commodities crossing state 
boundaries is one of the issues involved in the rate cases now 
pending before the Supreme Court of the United States. If the 
state is allowed free scope in the matter of intrastate rates the 
future activities of the commission (now a public service com- 
mission) in its relation to railroads will be of considerable public 
interest. Whatever criticisms may be made of the commission’s 
theories of rate-making, its work in valuing railway property and 
its differentiating the parts assignable to state uses from the parts 
in interstate use, must be regarded as one of the most thorough 


ever attempted. 
ABRAHAM BERGLUND 
WasuinctTon, D.C. 





ECONOMIC CRISES 


Many and varied factors have been assigned as the cause of 
crises. Some writers, it seems, have mistaken effect for cause. 
Others have singled out one factor as the cause, ignoring others of 
equal or greater importance. Still others have recognized the com- 
plexity of a crisis situation and given recognition to many factors, 
but one places emphasis on one, another on another. Indeed it is 
probable that the problem in connection with crises now is not 
altogether the development of new theories. We have theories in 
abundance. Instead, it is to determine the degree of truth in each, 
for most theories of crises appear to have some scientific foundation, 
and then to determine the relative importance of each. After this 
has been done there remains the task of combining these theories 
into a harmonious whole. The situation would be less complicated 
if writers on the subject of crises avoided the use of vague or poorly 
defined terms. 

The following theory of crises is presented in a condensed form 
with no attempt at complete substantiation of each point advanced. 
The introduction of extended evidence would necessitate an article 
of unwieldy length. The theory as here given is in the nature of 
a summary of the conclusions reached after a careful study of crises. 
Such a presentation, although it may not carry conviction with it, 
should have suggestive value. For further evidence in support 
of the theory, I have referred to my earlier articles relative to crises. 
It is, moreover, my intention to make a more extended exposition 
of the subject in a series of articles now in course of preparation. 

A genuine economic crisis, such as has occurred at intervals 
during the present and past centuries, is a situation in which a 
large number of debtors find themselves unable to meet their obli- 
gations when due; accompanied, preceded, or followed by a marked 
falling-off in the demand for goods. Separating the financial 
phenomena from the industrial, for analytical purposes, a financial 
crisis is a situation in which a large number of debtors are unable to 
meet their obligations. A measure of the severity of the financial 
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crisis is the number, territorial extent, and amount of liabilities of 
failed concerns. An industrial crisis is a marked falling-off in the 
demand for goods. A measure of the severity of the industrial 
crisis is the fall of commodity prices.* 

Taking up the industrial cycle first, the prosperity of industry 
preceding the crisis is due to the enlarged demand for goods. This 
increased demand comes primarily from promotion, that is, from 
efforts to procure capital goods to enlarge industries and to estab- 
lish new ones. No data are available to show the extent to which 
new industries are being established, and old lines of industry are 
being extended. Figures for railway construction expressed in 
mileage are quite comprehensive, making it possible to measure 
the relative demand for railway materials from year to year, but 
such complete statistics are not available for many industries. 
The best guide obtainable as regards the total demand for capital 
goods to be used in furthering enterprises of all kinds, is the amount 
of securities offered on the market by the newly organized concerns. 
New capital applications in England have been recorded for a 
considerable period of time, and more recently similar computations 
have been made for this country.?, During boom times the rate 
of increase of capital applications is enormous. In England before 
the crisis of 1873 the increase was 530 per cent; before the crisis 
of 1883, it was 339 per cent; before the crisis of 1890 the rate of 
increase was less, 165 per cent; before the crisis of 1900, the in- 
crease was 236 per cent. The demand for capital goods to supply 
the needs of these new companies causes the prices of such goods 
to rise. The rise of prices increases the profits of the producers of 


t Juglar says the crisis is the fall of prices (cf. also Laughlin’s ed. of Mill, p. 338). 
The fall of prices, however, is an effect, rather than a cause. It is true, though, that 
the fall of prices will make many readjustments necessary and probably cause some 
failures. 


2 The new securities issued in the United States from 1905 to date, according to 
Babson’s Report, are as follows: 


1905...........+-+ $1,238,978,000 $1,681 ,620,680 
GOS o6sesvecans . 1,637,013,350 1,518,272,579 
1 ,393,913,300 1,739,487,720 
1,423,199,371 2,253,587,296 


3M. T. England, Influence of Credit on Prices, ‘University Studies” (University 
of Nebraska), January, 1907, p. 12. 
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capital goods,’ and stimulates production. So important is this 
demand that one can say with a large degree of accuracy that “pro- 
motion” and “prosperity” are synonymous. There is also an 
increase in the demand for consumption goods. Prosperity is 
always accompanied by a general rise in the standard of living. 
However, the increased demand for consumption goods should be 
regarded more as an effect of prosperity than as a cause of pros- 
perity, although, of course, it contributes also to the total demand 
for goods. But broadly speaking industrial prosperity is caused 
by the increasing demand for capital goods to start new enterprises; 
conversely, industrial depression is caused by the decreasing demand 
for capital goods.? Prices will continue to rise as long as enter- 
prisers keep up their demand for capital goods. The stoppage 
of promotion means less purchasing power offered for goods, and 
hence, other things being equal, a fall in prices. 

One may well ask: Why does promotion, which has been going 
on so rapidly for months and years, bringing with it prosperity, 
begin to decline? This is the crucial question in connection with 
crises. It is comparatively easy to construct a theory that will, 
apparently at least, account for increasing prosperity. But expla- 
nations of declining prosperity that square with facts are so diffi- 
cult to formulate that the cause of industrial depressions is still an 
obscure point in economics.’ If we recognize that promotion and 
prosperity are practically synonymous, it gives tangibility to the 
rather indefinite ideas which are connected with the term “pros- 
perity,” and makes the task of explaining the check to prosperity 
much more definite. The check to prosperity may come, I believe, 


* For example, in the period of prosperity preceding the crisis of 1900 when Russia 
was actively engaged in promoting railways, the iron works of Russia paid remarkable 
dividends. The South Dnieprow works, for instance, in five years paid 170 per cent 
on its capital. 

? Hull (Industrial Depressions, p. 140) rightly says that “what we call booms 
result almost entirely from the great periodic increase in the volume of construction, 
and what we call industrial depressions result almost entirely from the great falling- 
off in the volume of construction.” 

3 Professor Ely says (Outlines of Economics, p. 267): “‘It is difficult, even impos- 
sible, for observers to analyze all the factors entering into a particular crisis, and it is 
even more difficult to formulate a theory of crises that will be of general applicability.’’ 
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from any one of the three reasons given below, or from part or all 
of them acting together: 

1. Promotion may stop because investors have taken all the 
risks they care to assume. Undoubtedly, there is great risk 
attached to every new enterprise, for there is no way to tell whether 
a new industry will pay except to try it; and then it is too late, if 
the enterprise prove to be a failure, to withdraw funds invested. 
There is, therefore, a limit to the amount of capital investors can 
be induced to put into extremely speculative enterprises. Pro- 
moters, however, keep on with their work as though there were no 
such limit until the slow market for securities brings the realization 
that there has been an overproduction of securities—a _ well- 
recognized situation on the stock exchange.‘ This check to pros- 
perity has no direct connection with the currency system, with 
profits, with interest rates, with tariffs, or with any of the factors 
usually given as the causes of crisis or depression. Yet, although 
strictly psychological, it is often an important element in stopping 
promotion. 

2. Promotion may stop because the banks refuse to increase 
their loans for the reason that they have already loaned all that is 
compatible with banking capital and reserves. In this connection 
mention is made of the banks because they are the chief although 
not the sole source of promotion funds. In such a case there is no 
alternative for a country which has used up all of its surplus capital, 
unless it can resort to foreign borrowings, but to stop promoting 
and enter into the period of depression which inevitably follows the 
lessened demand for goods. 

3. Promotion may stop because distrust has been awakened 
regarding the future course of enterprise. This distrust may arise 
in many different ways. Perhaps it is due to the fact that returns 
upon investments of all kinds and new ones in particular have 
turned out to be less than promised or expected. The returns may 
have been not at all poor in comparison with the capital invested, 

t Gibson (Cycles of Speculation) says regarding the depression of 1903: ‘‘Capitali- 
zation of railroads in 1903 increased about 14 per cent as compared with an average 
increase of 6 per cent in the preceding seven years. Add to this the tremendous 


increase in the capitalization of industrial corporations, and an oversupply of stocks 
appears as one of the contributory causes—undigested securities.” 





ECONOMIC CRISES 349 


but if they are less than the investors expected, the announcement 
of the dividend acts as a wet blanket on promotion enthusiasm." 
Promotion may stop also because returns in many lines of industry 
are actually poor. Much capital just invested is recognized as 
wasted, and in other cases the returns are so long delayed as to 
cause investors to become discouraged. Promotion may stop 
because of some blow to industry, such as fires, earthquakes, and 
floods. It may stop because of legislation or expected legislation 
unfavorable to industry. Promotion may be discouraged because 
enterprisers are unwilling to pay the prevailing high interest rates.” 
Promotion may stop owing to the fear of a credit contraction or 
from the actual contraction such as occurs during a financial crisis. 
The refusal of banks to loan to enterprisers and promoters, because 
the banks have become pessimistic as to the future course of enter- 
prise, is the familiar situation in which banks are ‘‘ becoming con- 


* Gibson (0p. cit.), discussing the cause of the depression of 1903, says: 

“If conditions had been such as to cause a reduction of dividends, or a scarcity 
of money in 1903, the decline would be explained, but money was plentiful enough and 
dividends were unchanged. The ratio of dividends as compared with prices was also 
fairly maintained from 1896 to 1902, and it would appear that prices should merely 
stop advancing when dividends became stationary; but prices did not merely stand 
still, they went materially backward. 

“Dividend rates were maintained, but were not increased. This particularly 
affects the simon-pure speculator. Nothing will drive him into a panic quicker than 
a decreased dividend, and nothing makes him so sanguine of higher prices as an 
increase in the rate of payment. He is always basing his operations on rumors of 
higher dividends, and when one of these rumors fails of verification, it is almost as 
bad as a decrease. 

“And dividends did decrease in one important quarter; United States Steel, the 
speculative favorite, capitalized more heavily than a dozen ordinary corporations, cut 
its rate from 4 to 3} per cent, with every promise of a further reduction. This had a 
far-reaching effect, both on speculators and small investors. 

“The small investor helped. He, too, is a dividend man; he seldom looks at 
earnings, improvements, or extensions—he wants dividends. United States Steel was 
a body blow to him; it not only affected his purse, but it frightened him.” 

2 Professor Fisher in his Purchasing Power of Money, chap. iv, is so impressed 
with this factor that he makes the rise of interest the sole cause of the decline of pros- 
perity, whereas it is, I believe, as a rule, only a relatively minor one among many; 
moreover, he fixes a definite point (the point at which virtual interest overtikes 
nominal) as the stage prohibitive to borrowers. But apparently the prohibitive 
stage has little to do with virtual interest; it is reached only when the rate of interest 
is equal to or higher than expected returns on capital. See my criticism of his theory 
in Quarterly Journal of Economics, November, 1912. 
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servative.” Their apprehension may be well founded, being based 
upon the frequent requests for renewals of loans and for longer- 
time loans which is characteristic of the pre-financial-crisis situation. 

Whether the distrust of the course of future enterprise is with 
or without cause, the result will be the same in one particular— 
promotion will stop and depression will begin. The difference lies 
in this: if the suspicion of the future is found to be unjustified, the 
check to prosperity will be of short duration: promotion will soon 
begin again. If the suspicion is well founded, promotion will not 
recommence until after liquidation has run its course. 

A financial crisis—a situation in which a large number of debtors 
are unable to meet their obligations when due—comes primarily 
from the fact that industry and finance have failed to yield returns 
as large as the estimates of profits which formed the basis of bor- 
rowings or subsequent expenditures; or, secondarily, from a con- 
traction of credit. Whatever the cause of the contraction of credit, 
it will result in a large number of failures merely because business 
calculations are upset when the expected credit accommodations 
are not obtainable. One of the problems of the financial crisis, 
therefore, is how to prevent the failure of firms that are solvent so 
far as assets are concerned. But in a typical financial crisis the 
chief failures are not those brought about through defective credit 
accommodations or from high interest rates,’ as is so often implied. 
The important failures are those of concerns that have not made 
good during the preceding period of prosperity. In other words, 
under a perfect credit and currency system which allowed no firm 
with adequate assets to fail, there would still be heavy failures of 
firms with insufficient assets. It is for the good of society that the 
insolvent concerns should be reorganized, their businesses put upon 
a paying basis through the introduction of economies, or their 
capitalization written down until satisfactory dividends can be 
paid on it. 

The question is: Why do we have periodically this large number 
of failures of genuinely insolvent enterprises? Obviously, dis- 


* Fisher (Purchasing Power of Money, pp. 65-66) says: ‘‘This culmination of an 
upward price movement is what is called a crisis—a condition characterized by bank- 
ruptcies, and the bankruptcies being due to a lack of cash when it is most needed.” 
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appointment in profits may result from a wide range of causes. 
Calculations of business men are often greatly upset by disturbances 
of production due to natural causes such as crop failures,’ fires, 
earthquakes, storms, and so on. Disappointment in profits may 
arise from political situations: wars, invasions, revolutions, and so 
on, and from changes in governmental policies.?, Great disappoint- 
ments as well as great gains come from speculation on the stock and 
produce exchanges and from speculation in real estate. Dis- 
appointment in profits may arise from abnormal hopes of profits 
registered in the exaggerated rise of prices on the stock exchange. 
Logically the rise and fall of the prices of stocks should parallel the 
increase and decrease of earning power of the companies represented. 
But stock prices are determined also by the expected earning power 
of the companies. The prevailing optimism of a period of pros- 
perity shows itself in a rise of prices out of all proportion to present 
earning power, and, as it sooner or later turns out, out of all propor- 
tion to future earnings.’ Since the ownership of shares is widely 
distributed, the disappointment arising from the fact that stock 
earnings prove less than expected is very general. This does not 
mean that returns were not remunerative, but merely less than had 
been counted on. 


1 Jevons bases his whole theory of crises upon crop conditions, so important does 
he consider this factor. 


2 It is, of course, going too far to say, as we have heard it said so often in the recent 
and other campaigns, that a change in administration will cause a crisis; or to strive to 
construct a theory of prosperity upon tariff changes alone, as do John M. Robertson 
(Trade and Tariffs) and many other writers. 


3 RISE IN PRICES OF SECURITIES BEFORE A CRISIS 








Securities Per Cent of Rise 





10 railway shares 46 
10 railway shares 60 
All leading shares 7 
All leading shares 19 


60 railway stocks 179 
60 railway stocks 11 
60 railway stocks 109 
20 railway stocks 110 
12 industrial stocks 74 








—M. T. England, Influence of Credit on Prices. Table VI. 
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Again, disappointment in profits may be due to the fact that 
industry, although unaffected by any of the aforementioned fac- 
tors, has failed to yield average or normal returns. During every 
period of prosperity there are usually some lines of industry which 
suffer from overproduction,' due to the too rapid output of goods in 
those lines or to the shifting of demand to other lines leaving the 
unfortunate producers with unsalable goods on their hands.? Again, 
there are lines of industry which have a ready market for their goods, 
but are nuable to turn out the expected quantities of produce, and 
which find as a result that profits are below expectations. 

As is well known, much emphasis has been placed upon over- 
production, underproduction, or malproduction. But of greater 
importance, I believe, is the disturbance of production due to the 
increase in the cost of production in some lines of industry relatively 
to others.4 Some producers find their cost of production increased 
50 per cent as compared with a 10 per cent increase in other lines. 
If they attempt to compensate themselves by raising the price of 
their product 50 per cent, demand shifts to the lines of relatively 
lower cost (unless, of course, the article is one of necessity for which 
no substitutes are obtainable, if such an exchange commodity 
exists). The profits of the industries under the higher cost of pro- 
duction dwindle, while the profits of the enterprises under the lower 
cost of production increase. 

Surely such a situation is not foreseeable and hence preventable. 
Nor can it be called anarchy of production, or maladjustment of 
supply and demand as ordinarily meant. It is a situation that will 
inevitably arise every time promotion begins. Every new enterprise 
started makes heavy demands for some raw materials and a lesser 

t Professor Ely rightly says (Outlines of Economics, p. 267) that “crises spring from 
mishaps in the valuation of things; they relate to what might be called the dollars and 
cents aspect of economic life.” He considers it misleading, therefore to speak of over- 
production or underconsumption and so on as the causes of crises, yet surely these 
“mishaps in the valuation of things” often originate in the varying conditions of 
production, and in that sense these conditions are causal. 

2 Professor White holds (Money and Banking, 3d ed., p. 179) that the “genesis of 


every true commercial crisis can be traced to such a disproportionate investment of 
capital in some particular branch or branches of trade and in speculation.” 

3 The mining industry is typical. 

4 For a detailed comparison of the relative price movements of groups of com- 
modities see Tables XVII-LI in Influence of Credit on Prices referred to above. 
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demand for others. The result is that the rise of prices of raw 
materials of various kinds is very unequal. Industries which use 
relatively large quantities of coal and iron,' for instance, will find 
their cost of production increasing very rapidly, while industries 
using less generalized raw materials will find their cost of produc- 
tion only slightly increased. 

Similar inequalities will occur in the comparative rise of raw 
materials, wages, rents, interest, and the various elements that go 
to make up the cost of production,’ so that all lines of industry, new 
and old alike, are placed upon an increasingly speculative basis. 
Such is the price we pay for promotion, which, however, is our only 
means of obtaining material progress. It is not to be wondered at 
that such a general stirring-up of industry brings disaster to many 
who, after staving off settlement as long as possible, are finally 
obliged to confess their inability to meet their obligations. At the 
same time they realize that their failure has been due, not to a lack 
of business acumen, but to a situation beyond their control. 

It is conceivable, then, that the crisis may germinate solely in 
the inability of certain producers to compensate themselves for the 
increased cost of production by raising the price of their finished 
products. In that case the physical output of goods may have 
neither increased nor diminished, demand may have remained the 
same as formerly at the customary price. But the increased cost 
of production will not permit of the goods being sold at the cus- 

* Before the crisis of 1900 in Europe the rapid rise of the prices of various raw 
materials worked great hardship. The London Economist declared it was the almost 
prohibitive price attained by coal that stopped the trade boom of 1899-1900. Cf. 
M. T. England, Speculation in Relation to the World’s Prosperity, ‘‘ University Studies” 
(University of Nebraska), January, 1906, pp. 46-48. 

2“ An examination of trade reports from fifty-three different industries in Germany 
for 1906, the year before the crisis, gives results as follows: 26 complain of small or 
reduced profits; 7 speak of a lessened demand for products; 11 mention keen or 
excessive competition; 28 refer to unsatisfactory prices, implying that the price of 
the finished product cannot be pushed up to compensate for the higher cost of pro- 
duction; 1 cites the high cost of production; 5 complain of strikes or labor troubles; 
8 mention reduction in hours of labor; 9 refer to a scarcity of labor; and 25 speak of 
a rise in wages. Only 4 mention the rise in interest rates, while 43 speak of the rise 
in the prices of raw materials.”—M. T. England, “‘Fisher’s Theory of Crises,” Quar. 
Jour. Econ., November, 1912, p. 102. 

3 Cf. W. G. L. Taylor, Kinetic Theory of Crises, ‘University Studies” (University 
of Nebraska), Vol. V, No. 1. 
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tomary price without encroachment upon profits. A rise in price 
curtails demand and through lessened sales cuts down profits. 

Such a situation is to be distinguished from that embodied in 
the theory that the cost of production in general tends to increase 
more rapidly than the prices of the finished products in general,’ 
which is the common overproduction theory. General demand for 
goods during the period of prosperity may have increased, on the 
average, 25 per cent, and the cost of production, on the average, only 
10 per cent; but owing to the fact, as stated above, that the increase 
in the cost of production is always relatively greater in some lines 
than others, demand will readjust itself accordingly, and some 
industries will find their profits dwindling while others’ profits are 
rapidly increasing. There is, then, no general fall of profits before 
the crisis; the general fall comes after, as an effect of the stoppage 
of promotion. 

Rising prices, therefore, through their disturbance of business 
calculations, may result in disappointing profits in enough lines of 
industry to engender the distrust of the future course of enterprise 
which is the most effective check to promotion and hence to general 
business activity. 

In the ordinary period of prosperity preceding a crisis, practically 
all of the factors enumerated above as tending to upset the well- 
laid plans of the business world are operative. Hence the com- 
plexity of the situation, leading one writer to single out one thing 
as the cause and another some other phenomenon. In the different 
crises, it is true, the relative importance of those factors changes. 
The crisis of 1636 in Holland was due primarily to speculation in 
tulip bulbs. The crisis of 1701 in Scotland was an “‘underproduc- 
tion”’ crisis—the wasting of capital in the Darien enterprise. The 
crises of 1707, 1714, and 1745 in England were political in origin. 
The crisis of 1903 in the United States originated in speculation on 
the exchanges. But in the more general crises it is much more 
difficult to give the proper weighting to the elements in which 


disappointment in profits originate. 
MINNIE THROOP ENGLAND 
UNIVERSITY OF NEBRASKA 


1 “Cela revient a dire que le coat de production tend a s’élever dans une société 
capitaliste progressive plus rapidement que le prix des objets de consommation qu’ils 
serviront a produire.”—Lescure, Crises générales et périodiques de sur production, p. 506. 
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WASHINGTON NOTES 
THE “MONEY TRUST” RECOMMENDATIONS 

The final outcome of the “Money Trust” investigation conducted 
under the auspices of the House of Representatives Banking and Cur- 
rency Committee, aided by Samuel Untermyer, of New York, was 
reached on March 1, when a report was filed with the House of Repre- 
sentatives (report of the committee appointed pursuant to House resolu- 
tions 429 and 504 to investigate the concentration of control of money 
and credit). At so late a stage in the short session of Congress it was of 
course impossible to take any action whatever with respect to the initia- 
tion of measures in either house, even if there had been a disposition to 
do so. It was evident, however, that the methods by which the inves- 
tigation had been carried on had been distasteful to a very large portion 
of the membership of both houses of Congress, and this fact would in 
any case have tended to prevent the taking of action. This investiga- 
tion has, however, had an effect in calling attention to the conditions of 
banking and those under which trading in stocks is carried on. It is 
probable that in future legislation on banking there will be traces of the 


work done by this committee, especially since some of its recommenda- 
tions are distinctly in line with suggestions often made in the past by 
disinterested and competent authorities. 

Without going in detail into the suggestions made by the “ Money 
Trust’’ committee, a brief summary of the chief suggestions is worthy 
of permanent record. In respect to clearing-house practices the chief 
suggestions made are as follows: 


A. Incorporation and regulation.—Clearing-house associations of which 
national banks are members should be required to become bodies corporate 
of the states in which they are respectively located, and every solvent and 
properly managed bank or trust company should have the right, enforceable 
at law, to become and remain a member. 

B. Admission of all banks.—The exclusion of sound and well-managed 
banks simply because they are small in size should be prohibited; but it should 
be permissible to require every applicant for admission to have a capital not 
less than the minimum capital required of national banks in the same locality. 

C. Examination of members.—Regular periodical examinations of mem- 
bers by a committee of the association should be prohibited, and instead all 
such examinations should be conducted by public authorities. 


355 
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D. Issuance of clearing-house certificates—Such associations should be 
prohibited from issuing certificates on the security of their members’ assets, 
except for circulation among members to pay balances at the clearing-house, 
and in that case only on condition that both the issuance and retirement of 
such certificates shall be under governmental control. 

E. Regulation of rates for collecting out-of-town checks.—The practice now 
so general among such associations of compelling members, under pain of 
expulsion, to charge prescribed rates for collecting out-of-town checks should 
be prohibited. 

F. Regulation of rates of discount and of interest on deposits, etc.—Such 
associations should be further prohibited from prescribing rates of interest or 
discount, rates of interest allowed on deposits, rates of exchange, or any other 
regulation not appropriate to its function of instrumentality for the collection 
of checks by banks of the same community one from another. 


The suggestions regarding concentration of money and credit are in 
part as follows: 

A. Consolidations of banks.—Two or more banks should not be permitted 
to consolidate unless such consolidation shall have been approved by the 
Comptroller of the Currency as in the public interest. He should have plenary 
power to forbid it where it threatens to result in undue concentration of control. 

B. Interlocking bank directorates—No person should be permitted to be 
a director in more than one national bank serving the same community or 
locality, nor should any person who is a director of any state bank or trust 
company, or is a partner or associate of any private banker or banking firm, 
be eligible as a director of any national bank serving the same community or 
locality, except that a director in a national bank may have one partner who 
is a director in a trust company. 

C. Interlocking stockholdings among banks.—No part of the stock of any 
national bank should be permitted to be owned or held directly or indirectly 
by any other bank or by any trust company or holding company; and no 
national bank should be permitted to own or hold any part of the stock of any 
other bank or trust company. 

D. Voting trusts in banks—The transfer of any part of the stock of 
national banks to trustees solely or primarily in order that they may vote the 
same at annual elections and other stockholders’ meetings—“ voting trusts,” 
as they are generally known—should be expressly prohibited. 

E. Cumulative voting.—Minority representation in the directorates of 
national banks should be secured by adopting the system of cumulative voting, 
i.e., by providing that at elections for directors each stockholder shall have as 
many votes as are equal to the number of his shares, multiplied by the number 
of directors to be elected, which votes may be cast solidly for one director or 
distributed among several, as the shareholder shall see fit. And no national 
bank should be permitted to purchase the obligations or lend upon the obliga- 
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tions or shares of any corporation whose directors are not chosen at elections 
conducted under the cumulative system of voting. 

F. Security-holding companies as adjuncts to banks.—The stockholders of 
a national bank should be expressly prohibited from becoming associated as 
stockholders in any other corporation under agreements or arrangements 
assuring that the stock of such other corporation shall always be owned by the 
same persons or substantially the same persons who own the stock of the bank 
or that the managements shall be substantially the same. 

G. Fiscal agency agreements.—Interstate corporations should not be per- 
mitted to enter into any agreements or other arrangements constituting any 
bank, banker, or trust company their sole fiscal agent to dispose of their 
security issues. 

H. Private bankers as depositaries.—Interstate corporations should not 
be permitted to deposit their funds with unsupervised, unregulated, private 
bankers who do not disclose their resources or liabilities, who keep no reserve, 
and are free to invest their depositors’ money as they see fit. 

I. Banks not to engage in underwritings.—National banks should be pro- 
hibited from directly or indirectly engaging in any promotion, guaranty, or 
underwriting, involving the purchase, sale, public offering, or issue, or other 
disposition of the securities of any corporation. 

J. Investments of banks in bonds.—National banks should be expressly 
authorized to invest 25 per cent of their capital and surplus in the obligations 
of states, cities, counties, or other municipal subdivisions and in mortgage 
bonds of corporations on which interest has been regularly paid for five years 
or in case of new issues when the earnings of the corporation within the period 
were sufficient to have paid such interest. 

K. Reform of railroad reorganization —The method of reorganizing insol- 
vent railroads should be reformed by adopting in substance the system pro- 
vided by the companies’ act of Great Britain, whereby, briefly stated, the plan 
and procedure on reorganization are placed under the direction and control of 
the courts, the receiver is elected by the votes of those interested in the property, 
no sale is involved, a single shareholder can defeat an unjust plan. 

L. Railroad reorganizations under supervision of Interstate Commerce 
Commission.—The Interstate Commerce Commission should be empowered, 
subject to review by the courts, to supervise and review plans for the reorgani- 
zation of interstate railroads and the issue of securities thereunder. 

Other suggestions of a less important character are also made but 
need not be reviewed here. Many of them are familiar; others are 
grotesque or impossible. The recommendations as regards the regula- 
tion of the New York Stock Exchange are not enumerated at all, as they 
are of less general interest, while the actual task of carrying out this 
regulation has been taken over by the New York legislature, and is now 


in process. 
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A DEPARTMENT OF LABOR 


Action demanded by labor leaders for a long time past has at length 
been taken by Congress in enacting a measure signed by the President 
on March 4, 1913 (Public Act 426, 62d Congress, 3d session), providing 
for the creation of a department of labor. The act itself is not of special 
or unusual interest, inasmuch as it merely transfers to the new depart- 
ment certain bureaus heretofore controlled by the Department of Com- 
merce and Labor and changes the name of the latter department to that 
of Department of Commerce. The bureaus thus transferred are the 
Immigration Service, the Bureau of Immigration and Naturalization, 
the Division of Information, the Division of Naturalization, the Bureau 
of Labor, the Children’s Bureau, and the Commissioner of Labor. A 
few minor changes in organization are made but the bill itself will require 
considerable supplementary legislation in order to perfect it. 

Section 8 of the bill provides: 

That the Secretary of Labor shall have power to act as mediator and to 
appoint commissionersof conciliation in labor disputes whenever in his judgment 
the interests of industrial peace may require it to be done; and all duties 
performed and all power and authority now possessed or exercised by the head 
of any executive department in and over any bureau, office, officer, board, 
branch, or division of the public service by this act transferred to the Depart- 
ment of Labor, or any business arising therefrom or pertaining thereto, or in 
relation to the duties performed by any authority conferred by law upon such 
bureau, officer, office, board, branch, or division of the public service, whether 
of an appellate or revisory character or otherwise, shall hereafter be vested in 
and exercised by the head of the said Department of Labor. 


VALUATION OF RAILROADS 


What is probably one of the most far-reaching enactments with 
respect to railroad control that have been adopted in the last four years 
is found in the measure approved by President Taft on March 1, calling 
for a physical valuation of the railway property of the United States 
(Public Act 400, 62d Congress, 2d session). This act provides that the 
Commission shall undertake the work under the following conditions: 

First. In such investigation said commission shall ascertain and report 
in detail as to each piece of property owned or used by said common carrier 
for its purposes as a common carrier, the original cost to date, the cost of repro- 
duction new, the cost of reproduction less depreciation, and an analysis of the 
methods by which these several costs are obtained, and the reason for their 
differences, if any. The commission shall in like manner ascertain and report 
separately other values, and elements of value, if any, of the property of such 
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common carrier, and an analysis of the methods of valuation employed, and of 
the reasons for any differences between any such value, and each of the fore- 
going cost values. 

Second. Such investigation and report shall state in detail and separately 
from improvements the original cost of all lands, rights of way, and terminals 
owned or used for the purposes of a common carrier, and ascertained as of the 
time of dedication to public use, and the present value of the same, and sepa- 
rately the original and present cost of condemnation and damages or of pur- 
chase in excess of such original cost or present value. 

Third. Such investigation and report shall show separately the property 
held for purposes other than those of a common carrier, and the original cost 
and present value of the same, together with an analysis of the methods of 
valuation employed. 

Fourth. In ascertaining the original cost to date of the property of such 
common carrier the commission, in addition to such other elements as it may 
deem necessary, shall investigate and report upon the history and organization 
of the present and of any previous corporation operating such property; upon 
any increases or decreases of stocks, bonds, or other securities, in any reorgani- 
zation; upon moneys received by any such corporation by reason of any issues 
of stock, financial arrangements under which such issues were made and the 
expense thereof; and upon the net and gross earnings of such corporations; 
and shall also ascertain and report in such detail as may be determined by the 
commission upon the expenditure of all moneys and the purposes for which 
the same were expended. 


It is believed that the cost of carrying out this immense undertaking 
will run toward $10,000,000 and may extend over several years’ time. 
An important phase of the theory upon which this investigation has been 
authorized relates to its bearing on railroad rates. A number of pro- 
gressives in Congress have strongly entertained the view that the actual 
value of railroad property was a necessary prerequisite piece of informa- 
tion to the fixing of rates for transportation. This, as is well known to 
all students of railroad rate-making, is an unfounded and even ridiculous 
assumption. Whatever the value of the investigation may be, it will 
not be that of furnishing a basis for the establishment of railroad rates. 
The inquiry may furnish some interesting and hitherto unavailable data 
concerning the actual physical condition of the carriers. 


MR. TAFT’S BUDGET MESSAGE 
President Taft, in his long-delayed message on a budget system, 
finally sent to Congress on February 26, gave the results of the plans 
which he has had under preparation for a long time past, and which he 
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has persevered in making despite the opposition of Congress. The bud- 
get message now laid before Congress is likely to furnish the beginning 
of a renewed agitation on this subject, for it contains a convenient sum- 
mary of much matter that has been under discussion for a good while 
past, and thereby makes the argument for reform more effective. The 
message undertakes to show how existing estimates might have been 
reclassified and rearranged so as to indicate the real position of the 
government in a much more accurate form. It also deals with questions 
that are not purely technical by submitting recommendations for the 
introduction of economy into the public service through the elimination 
of sinecures. In this connection also much attention is given to the fact 
already often commented upon—that the present distribution of govern- 
ment salaries is unfair, inasmuch as it gives to many persons in the lower 
grade of clerks unduly high salaries, while it withholds the necessary 
salaries from men in the higher grades, thereby lessening the incentives 
to efficiency and rendering it probable that many, after making a small 
measure of advancement, will cease their efforts to secure higher places. 
President Taft goes much beyond the scope of a mere budget system, 
however, since he undertakes to outline some constructive recommen- 
dations with reference to internal improvements, while he calls for the 
proper financing of the public debt, including the retirement of the green- 
backs, and makes many other suggestions of a far-reaching and inclusive 
type. Among these one of the most interesting (although one of those 
most clearly outside the province of the executive), is the suggestion that 
a budget committee be created in the House to take over the functions 
of appropriating money now exercised by some thirteen different com- 
mittees. In conjunction with this is also suggested the creation of a 
central administrative bureau to oversee the general management of 
the budgetary system. The President says: 

First in the list of proposed changes in law setting forth what legislation 
should be enacted in order to enable the administration to transact the public 
business with greater economy and efficiency is a recommendation for the 
establishment of a bureau of central administrative control, with a controller 
at the head who would be responsible to the President and to Congress. Con- 
cretely the proposal is to consolidate the six auditors’ offices as well as the 
office of the Comptroller of the Treasury and the other central accounting 
offices of the government in one executive bureau and thereby without increas- 
ing cost to provide for a central accounting, auditing, and reporting organiza- 
tion which would include among its activities the preparation of a budget 
supported by a book of estimates and a consolidated financial report for the 
government. This agency would also serve in the capacity of an independent 
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agency for the preparation of special reports when requested either by the 
Congress or by the President. 


There is much in this budget message to commend, although most 
persons will hardly agree with the detail of the tentative scheme for 
reform submitted by the President, and will regret that the progress of 
the undertaking should be retarded by the fact that it has been prepared 
in a way and under conditions that seem to be unmistakably illegal. 
Like much of the work that has been done by the Efficiency and Economy 
Commission, so called, at the instance of President Taft, or by way of 
suggestion to him, this budget plan goes much too far and attempts the 
impossible, by seeking to draw into its scope many problems and con- 
ditions that are only remotely connected with it. What will be the 
future of the undertaking must depend largely upon the extent to which 
the subject commends itself to the appropriations leaders in the House. 
They have had it upon their minds for at least two or three years past, 
and it is unfortunate that they could not have been associated with this 
effort to secure a rearrangement of present methods. Had their sym- 
pathetic co-operation been obtained, results would have been very much 
more likely than they now are. 


ENACTMENT OF THE NORRIS BILL 


The final passage by Congress of the so-called Norris bill for the 
amendment of existing anti-trust laws has been given effect by President 
Taft, who signed the measure shortly before leaving office. The bill is 
interesting in itself, but it is also remarkable as constituting the first 
amendment of the statutes regulating industrial monopolies which has 
been passed for many years. As adopted (Public Act 370, 62d Congress, 
3d session), the measure is as follows: 

That section seventy-three and section seventy-six of the act of August 
twenty-seventh, eighteen hundred and ninety-four, entitled “‘An act to reduce 
taxation, to provide revenue for the government, and for other purposes,” be, 
and the same are hereby, amended to read as follows: 

SEc. 73. That every combination, conspiracy, trust, agreement, or con- 
tract is hereby declared to be contrary to public policy, illegal, and void when 
the same is made by or between two or more persons or corporations either of 
whom, as agent or principal, is engaged in importing any article from any 
foreign country into the United States, and when such combination, conspiracy, 
trust, agreement, or contract is intended to operate in restraint of lawful trade, 
or free competition in lawful trade or commerce, or to increase the market price 
in any part of the United States of any article or articles imported or intended 
to be imported into the United States, or of any manufacture into which such 
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imported article enters or is intended to enter. Every person who is or shall 
hereafter be engaged in the importation of goods or any commodity from any 
foreign country in violation of this section of this act, or who shall combine 
or conspire with another to violate the same, is guilty of a misdemeanor, and 
on conviction thereof in any court of the United States such person shall be 
fined in a sum not less than one hundred dollars and not exceeding five thousand 
dollars, and shall be further punished by imprisonment, in the discretion of 
the court, for a term not less than three months nor exceeding twelve months. 

Sec. 76. That any property owned under any contract or by any com- 
bination, or pursuant to any conspiracy, and being the subject thereof, men- 
tioned in section seventy-three of this act, imported into and being within the 
United States or being in the course of transportation from one State to another, 
or to or from a territory or the District of Columbia, shall be forfeited to the 
United States, and may be seized and condemned by like proceedings as those 
provided by law for the forfeiture, seizure, and condemnation of property 
imported into the United States contrary to law. 
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The Agrarian Problem in the Sixteenth Century. By R. H. TAWNEY. 
New York: Longmans, Green & Co., 1912. Pp. ix+464. 
$3.00 net. 


After a great many learned articles and learned disputes about 
agrarian conditions in England in the sixteenth century, the time seems 
to have come when the evidence at hand upon the various aspects 
of the question should be organized and its relation to English agrarian 
history as a whole precisely stated. This is part of the task to which 
Mr. Tawney has addressed himself and there is small room for doubt 
that he has done this part admirably. But his volume is not merely 
a work of synthesis. It reveals also a very considerable amount of 
research upon points which have either escaped the attention of economic 
historians or have heretofore been imperfectly exploited. 

Mr. Tawney approaches the agrarian problem of the sixteenth cen- 
tury from the point of view of its effect upon the social and economic 
status of the small landholder. With agrarian problems in the precise 
sense of the term—three field systems, convertible husbandry and the 
rest—he has little or nothing to do. In this respect his book stands in 
marked contrast to Professor Gonner’s recent volume on “Common 
Land and Inclosures.”’ 

In his first chapters the author discusses at length the conditions 
of agricultural landholders at the beginning of the sixteenth century. 
He is of the opinion that the freeholders were, as a class, extremely 
well off and that they were not materially affected by the agrarian 
changes which took place later in the century. But he is much more 
interested in the tenants who held their lands by the custom of the manor. 
From such figures as are available he concludes that they formed at 
least two-thirds of the landholding population. In this connection he 
makes a timely distinction between copyhold tenants, customary tenants, 
and tenants at will which will be a godsend to many perplexed students 
of these questions. On the basis of information drawn from the surveys 
and rentals of 118 manors he attempts to determine the relative impor- 
tance of these three classes of tenants, and his conclusions confirm the 
general impression that the copyholders were, by far, the most numerous 
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class; in a word, that the great mass of the peasant landholders in 
sixteenth-century England were copyholders. 

The agricultural wage-earning class is dismissed with slight mention. 
Mr. Tawney believes that these did not form a separate class of any 
significance and that most of the wage-workers were landholding peasants 
who sought in this way to supplement their incomes. Such evidence 
as is at hand tends, on the whole, to confirm this view of the matter, 
but it is doubtful whether any very positive statements should be made 
upon this subject in the present state of our knowledge; not, at any rate, 
until old-fashioned views about the economic consequences of the 
Black Death have been subjected to more searching criticism. 

The rest of the book is practically confined to the copyholders. 
At the outset, the author insists that their economic and social position 
before the wholesale enclosing of the sixteenth century was much less 
static than has been generally supposed. He proves pretty conclusively 
that there had been in times previous a good deal of buying, selling, 
and exchanging of land among them and he finds a tendency operating 
in these land transfers toward a greater consolidation of their holdings, 
along with an increase in size of the average holding, which suggests 
the evolution of a better-to-do class. He is of the opinion also that 
many of the richer peasants had begun to enclose for purposes of sheep- 
grazing before the great enclosure movement. In brief, Mr. Tawney 
maintains that the copyholder under the old régime was both prosperous 
and progressive, that his income was increasing in proportion to his 
expenses, and that he was revealing considerable aptitude toward adjust- 
ing his methods of exploiting the soil to the increasing demands of the 
woolen industry. Clearly the trend of the argument here is toward the 
conclusion that the sixteenth-century enclosure movement was not 
only harmful to the copyholder—to which everybody agrees—but that 
it was also economically unnecessary. Those who defend the enclosure 
movement will take issue with the author upon this last point and, to 
the reviewer at least, it does not appear that he has made out his case. 
The evidence at hand is really too scanty to prove that the copyholder 
of the sixteenth century was in fact a progressive type of man. It is 
true of course that in several of the southern counties enclosed fields 
were already the rule in the fifteenth century, but it is by no means 
certain that this condition of things was the result of an earlier enclosing 
movement among the peasantry. 

In the second part of the book, the author deals with the transition 
to what he calls capitalist agriculture, that is to say, with the wholesale 
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enclosing of the sixteenth century. Here, in the main, he follows Pro- 
fessor Gay’s conclusions (Quarterly Journal of Economics, XVII, 576 f.), 
both as to the area of the enclosing movement and as to its general 
character. He rejects Mr. Leadam’s contention, which seems indeed 
to have small ground to stand on, that much, if not most, of the sixteenth- 
century enclosing was for purposes of agriculture (Trans. Royal Hist. 
Society, N.S., XIV, 231 f.). On the other hand, he believes that Pro- 
fessor Gay has underestimated the importance of the movement. Here 
the reviewer is inclined to agree with him. Even if one accepts Pro- 
fessor Gay’s conjectural figures that only 2.76 per cent of the total area 
of England was enclosed during the sixteenth century, one still has to 
ask what proportion of England was actually under the plough in 1500 
before one can argue much from these figures, and one still has to reckon 
with contemporary opinion. Sixteenth-century statistics, as Professor 
Gay himself insists, are so unreliable that the views of contemporaries 
deserve more weight than he has been disposed to accord to them. 

One of the most valuable chapters in the book deals with the diffi- 
cult question of tenant right. Here Mr. Tawney has had to come to some 
conclusion as to the legal security of copyholders in the face of the 
conflicting opinions of Mr. Leadam and Professor Ashley, and he does 
so, gracefully and adroitly and, as it seems to the reviewer, conclusively. 
That some copyholders had legal redress against eviction, Mr. Leadam 
has proved; that some did not, Professor Ashley has also proved. 
But both have tried to argue from particular cases to a general rule. 
The truth appears to have been that, since the copyholder held his 
lands by the custom of the manor, the security of his tenure would 
necessarily depend upon the character of the customs by which he 
held. In other words, the King’s Courts would determine each case 
according to the laws of the manor in which it arose. Where manorial 
custom favored the tenant, he could get redress for eviction from the 
royal courts; where it did not, the courts would not help him. In 
general, Mr. Tawney agrees with Dr. Savine (Quarterly Journal of 
Economics, XIX, 33{.) that copyholds for life were more numerous 
than copyholds of inheritance, and that, in consequence, the heir of 
the copyholder had no legal claim to his father’s holding. If he wanted 
it, he had to dicker with the lord of the manor for it, and usually to 
pay an inheritance fine, which was sometimes fixed but more often 
variable at the will of the lord. Mr. Tawney notes, in a few manors, a 
steady upward movement in the amount of these fines during the six- 
teenth century. Dr. H. L. Gray, in a recent discussion before the 
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American Historical Association, has borne witness to the same tendency. 
But the matter of inheritance fines needs a good deal of investigating 
yet before any generalizations can safely be made in regard to it. 

The last part of the book considers the relations of the government 
to the agrarian problem. The author traces here the development of 
the policy of the government from the beginning of the Tudors to about 
the middle of the seventeenth century. His opinion is that state 
intervention was in large measure dictated by a desire to maintain 
public order in the face of increasing agrarian discontent. He believes 
that most of the civil disturbances in the sixteenth century were largely, 
if not mainly, agrarian in their character. In consequence he attaches 
more importance to the economic motives in the Pilgrimage of Grace 
than Abbot Gasquet would allow, and insists that there was a larger 
economic factor in the Rising of the North than has usually been con- 
ceded. It is curious to discover, in this connection, that he has made 
no use of Miss Reid’s notable essay on the Rising of the North (Trans. 
Royal Hist. Society, N.S., XX), which, on the whole, supports his view. 
He sees also a late expression of the agrarian discontent in the movement 
of the Levellers and of the Diggers under the Commonwealth. This 
last point is worth considering and deserves to be worked out more 
carefully. 

Anyone familiar with the ways of Tudor and Stuart monarchs 
would expect to find a fiscal motive somewhere concealed in the attitude 
of the government toward enclosures. Mr. Tawney has not ignored 
this aspect of the matter. He points out that whereas, under the 
capitalist régime, the net produce of the soil was probably greater, the 
gross produce was probably less than under the old régime. Since the 
taxes fell upon the gross produce, increase of enclosure meant decrease 
of public revenue. 

The author’s discussion of the enforcement of the statutes designed 
to check enclosing is illuminating. In general he believes that these 
statutes had little practical effect, but he does not agree that they were 
altogether futile. No doubt they were passed reluctantly by land- 
owning Knights of the Shire. The fact that they were passed at all 
is one more proof of the power of Tudor monarchs over their parliaments. 
No doubt they were languidly enforced by landowning Justices of the 
Peace. But the arm of the Privy Council was long and, objectionable 
as the Courts of Star Chamber and of Requests were from many points 
of view, they did serve on several occasions to defend the interests of 
the small holder against those of the class which monopolized local 
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administration. It is not surprising to discover that when these instru- 
ments of royalty were swept away and the landlords came to their own 
in the days of Long Parliament and the Commonwealth, the position 
of the copyholder was more precarious than ever it had been. No 
wonder if the common people preferred the tyranny of an individual 
before the tyranny of a class and sighed for the spacious days of Queen 
Elizabeth. 

As a whole there can be little doubt that Mr. Tawney has made a 
valuable contribution to English agrarian history. He is thoroughly 
conversant with the literature of his subject and his analysis of the work 
of other investigators in his field has been careful and judicious. He 
has done a great deal of painstaking and profitable labor in the sources 
as well. And he has revealed an ability, unfortunately too rare in 
economic historians, to assimilate his material thoroughly and to present 
it in a form which is at once convincing and delightful. A few books 
of this sort will do more to stimulate a vital interest in the problems of 
economic history than any number of dry and dusty monographs. 

It is to be regretted that, with a single eye to the social consequences 
of the enclosure movement, the author has not taken sufficiently into 
account its importance to progressive farming. One feels that if he 
had done so his condemnation of the movement would have been less 
sweeping and his final judgment more just. The fact is that Mr. 
Tawney has made himself the advocate of the small holder and has 
turned his very considerable abilities to the task of proving that the 
absence of any considerable number of small holders in England today 
is partly due to the iniquities of the sixteenth-century landlord. One 
suspects that he means to deal later with the enclosure movement of 
the eighteenth century in a similar spirit. He is too careful a scholar 
to allow his partisanship to lead him far astray, but that it has in some 
degree diminished the value of his book as sober history is undoubted. 
One should read Professor Gonner’s recent book along with this one before 
attempting to form a final judgment as to the merits and demerits of 
the enclosure movement. Convers READ 

UNIVERSITY OF CHICAGO 


How to Analyze Railroad Reports. By JoHN Moopy. New York: 
Analyses Publishing Co., 1912. 16mo, pp. 218. $2.00 net. 
The rapid development of the railway business in the United States, 
together with the fact that railway stocks and bonds form a large part 
of all securities, has opened the way for a really serious and competent 
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treatise on the means of interpreting railway values. Several years 
ago, Mr. Thomas F. Woodlock (at that time editor of the Wall Street 
Journal) devoted nearly half of his little book entitled, The Anatomy 
of a Railroad Report and Ton-Mile Cost, to the interpretation of a railroad 
report. This little book, being unique, clear, and concise, proved to 
be of considerable value to the investing public, so that it was published 
a second time. However, recent accounting requirements of the Com- 
mission have rendered this work obsolete and created a demand for a 
modern treatise prepared in the light of the new accounting system. 
The book under discussion is a recent attempt by Mr. Moody to satisfy 
this demand. 

Mr. Moody’s method of presentation is similar to that of 
Mr. Woodlock, in that he arranges the subject-matter under the same 
three main headings—physical, income, and capitalization factors; 
but differs in that it is a more extended discussion of the subject, cover- 
ing, in all, 218 pages. 

In his introduction he takes occasion to emphasize the fact that 
rail-property is essentially “property in motion,” and that the vital 
question at all times in railroads, as well as in other enterprises, is its 
efficiency (earning capacity). The discovery of the elements deter- 
mining such efficiency is his task. 

In discussing the physical factors, Mr. Moody dwells upon the 
importance of a comparative record of engines and cars, proportion of 
freight to all traffic, passenger and freight traffic density, average freight- 
train revenue-tonnage per mile, and of train-mile earnings as elements 
not to be overlooked by one who is endeavoring to ascertain the present 
efficiency of the road, as compared with operations of previous years 
and with those of other roads similarly circumstanced. He ventures 
the assertion that train-mile earnings would prove more useful, both 
to the railroads and to the people if the Commission should require all 
roads to separate passenger from freight expenditures. The significant 
feature of the rate situation is that the trend of rates is downward, 
while the trend of operating costs is upward. 

In discussing the income factors the author holds that not only 
should earnings be judged in relation to the mileage, but that all com- 
parisons should be made between roads situated in the same general 
territory, possessed of the same general characteristics, and doing the 
same general character of business. He considers in detail the income 
account of the railroad, in its various aspects, as modified by the new 
law, explaining in each instance the changes in method of accounting 
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and their significance. An outline of the new system appears as an 
appendix. The strength or weakness of a specific property is revealed 
to the investor through an examination of the maintenance-expense 
policy, the relation between transportation expenses and consequent 
efficiency, the trend of the “margin of safety,” and the disposition of 
the surplus. 

In speaking of the capitalization factors, the author puts himself 
on record as favoring earnings as a basis of capitalization. He says: 
“ As we have already seen, the key to railroad values is earning capacity 
and nothing else Should the capitalization of the future proceed 
upon the principle that the unearned increment in rights of way and 
terminal sites is not to be regarded as the property of the railroad, and 
therefore not to be capitalized, we should then find that the great majority 
of the stocks of railroad corporations would be practically worthless. 
For in such an event capitalization would no longer be based on earning 
power, but merely on replacement value.” He also takes occasion to 
refute the common allegation that railway stocks for the most part 
represent “water,” by stating that a physical valuation of the railway 
property of the country would show a larger aggregate valuation than 
the sum of the stocks and bonds. He regards the balance sheet as the 
most important individual instrument. In discussing rentals he again 
asserts earning power as the sole guide in arriving at their capitalized 
values. The information acquired by a comparison of net income per 
annum with approximate net capitalization is equaled in importance 
by no other factor, perhaps, except the “margin of safety.” 

It seems that this book is a forerunner, or introduction, to Moody’s 
Analyses, published annually, which contain analyses of the various 
railway properties over a period of years, and which is designed to 
facilitate the investigation of the efficiency of individual railways by 
investors. In justice to the essay under review, it must be acknowledged 
that it analyzes the railway business to an extent not similarly attempted 
hitherto, and contains much material not readily available elsewhere. 
Its insistence that all comparisons should be made between roads 
situated in the same general territory, possessed of the same general 
characteristics, and doing the same general character of business is 
deserving of commendation. But while the book possesses these 
merits, there are certain imperfections in its preparation and certain 
misconceptions by the author which should not go unmentioned. 

In the first place, and what is most inexcusable, frequent typo- 
graphical errors throughout the text give evidence of defective proof- 
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reading, and unconsciously cause the reader to lose confidence in its 
content. In the second place, the author advocates the separation of 
passenger and freight costs by the railways, without suggesting any 
means of obviating the chief obstacle that the railways would encounter 
in attempting to meet such a requirement, namely, the allocation of the 
supplementary charges. In the third place, he mentions the “great 
increase”’ in the cost of company material as a “vital factor” affecting 
maintenance expense. The hearings before the Commission in 1910 
disclosed the fact that lumber, which the railways contended had 
greatly advanced in price, is now being superseded by concrete and 
iron in more permanent structures, and that such a substitution will 
probably result in a saving in the end. In the fourth place, his assertion 
that present railway stocks are free from “water” can hardly be accepted 
as proof positive until the Commission has had time to make the physical 
valuation recently authorized by Congress. But the author throws 
himself most unguardedly open to attack when he takes the stand that 
earnings constitute the only proper basis for railway capitalization, if 
he believes, as do many people, that government regulation on the basis 
of capitalization is imminent. To argue thus is simply to deny any 
right in the Commission to regulate rates. For if the Commission were 
obliged to rely upon earning power as its only criterion in the deter- 
mination of reasonable railway charges, it would very soon find itself 
traveling in a vicious circle, and what would appear to be government 
regulation would not be regulation at all. Aside from the irregularities 
mentioned, the book contains much of value to the student of railway 
investments. It is about the only modern treatise of its kind. 


B. WALTER KING 
UNIVERSITY OF CHICAGO 





Sources of Municipal Revenue in Illinois. By Lent Dayton Upson. 
(“University of Illinois Studies in the Social Sciences,” Vol. I, 
No. 3.) Champaign, Ill.: University of Illinois, 1912. 8vo, pp. 126. 
$0.75. 

The different sources of municipal revenue with the problems relating to 
each are treated in this work under six heads, each constituting one chapter, as 
follows: “‘ Property Taxation,” “Licenses and Police Fines,” “ Gifts, Grants, and 
Subventions,”’ “Revenue from Services Rendered” (Fees, Special Assessments, 
etc.), “Municipal Industries and Properties,” and “Loans.” These are 
followed by a seventh chapter of “Summary and Conclusions.”” Embraced 
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in the study are twenty-four cities in the state of Illinois, each with a population 
in excess of eight thousand. Chicago has not been included in the list, partly 
as we are told because of the magnitude of her problem and the special 
features involved, and partly because of the comprehensive report on this 
subject a few years ago by Professor C. E. Merriam. 

One of the most striking facts brought out by the study is the diversity of 
sources and plans of raising public funds in the different cities: Urbana for 
example raises 97.6 per cent of its total income from property taxes, and Joliet 
but 40.1 percent. Liquor licenses are shown to be by far the most considerable 
single cause of these extreme variations (p. 118). The policies and results as 
regards other sources of revenue such as fines, fees, franchise taxes, interest on 
city funds, etc., vary in equally startling degree. The last item mentioned is 
entirely missing in 18 out of 24 cities studied. 

In each chapter the author has not only submitted the facts as he finds them 
but drawn comparisons and pointed to conclusions which in the main appear 
practical and sound. A slight exception to this rule has apparently crept in on 
p. 84, in connection with the meter plan of charging for water, as opposed to the 
flat rate or, as here designated, ‘‘fixture rate.’”” The conclusion that the 
sudden adoption of meters ‘means a temporary diminution of city income until 
the saved water is purchased by new users” is evidently too sweeping. There 
is no reason why the meter rates could not be set at such a figure as to leave 
even the gross income where it was before, and this might well be done in cases 
where under the unmetered system the plant has been operated at a loss. 
The main conclusions as to the advantages of the meter plan, however, are 
well stated. 

In general, the report has in it a great deal both of interest and of value. 
The field is of course far too large to be exhaustively treated in a bulletin or 
even in a volume of whatever size. But to the business man and the non- 
specialist who is interested in municipal affairs, whether he be a citizen of 
Illinois or any other state, the book will prove to be especially well adapted. 


An Introduction to the History of Life Assurance. By A. FINGLAND JACK. 
New York: E. P. Dutton & Co.; London: P. S. King & Son, 1912. 
8vo, pp. x+263. $2.50 net. 

The object of this book, as we are informed in the preface, is not to give a 
history of life insurance, but to prepare the way for such a work “by an exami- 
nation of certain facts in the development of the insurance idea.”’ It is hence 
an “‘introduction”’ to the subject indicated, not in the sense in which the term 
is so often used in the title of textbooks, namely, an elementary outline, but in 
the quite different sense of presenting the primitive ideas and early experiments 
which have led up to the modern institution which the English persist in calling 
“life assurance.” 
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The insurance idea as related to human life is traced to the Roman societies 
known as collegia, going back to the days of the Republic. These collegia 
were, as we know, organized for a variety of purposes, but prominent among 
their objects was that of providing suitable burial for members. Many of these 
societies, in fact, came to be organized with this sole aim in view. From these 
early societies the author here traces the idea through the gild organizations on 
the Continent as well as in England, with their aids and benefits of various 
kinds, including certain obligations in connection with the death and burial of 
members, and in some cases also various obligations toward the family of the 
deceased. His discussion of these gilds—frith, merchant, craft, social, and 
religious—as well as that of the Roman collegia just referred to, shows evidence 
of a great deal of painstaking research, and occupies considerably more than 
half of the volume. It is replete with quotations from statutes, charters, and 
other records that have escaped the devastations of time, and the plan of citing 
sources for all material statements has been followed in the most scrupulous 
manner. 

In Part II of the volume, the topics first taken up are those of usury, rents 
and annuities, and the peculiar form of city or state and later church loans 
originating in Italy, known as Montes, which were paid back in the form of 
annuities. The discussion of Montes Pietatis, which developed into a sort of 
credit and loan association, managed by the church authorities, is especially 
interesting. The concluding chapters deal more directly with the beginnings 
of insurance, and trace the movement rather hurriedly through the stages in 
which it was essentially a form of gambling to the beginning of the institu- 
tion as we know it, resting on legitimate and scientific principles. 

The book will prove of interest not only to students of life insurance, but, 
by reason of the generous amount of references and the extensive bibliography 
appended, also to students of other phases of man’s social activities. 


Co-operation in New England. By James Forp. With an Introduction 
by Francis G. PEaABopy. New York: Survey Associates Inc., 1913. 
I2mo, pp. xxi+237. $1.50. 

The objects of co-operation, in the words of Dr. Ford, are “to reduce the 
wastes of competitive private business through reduction of unnecessary 
advertising and salesmen, and the elimination of the credit system, shoddy 
goods, and graft tribute.’”” New England, more than any other section of the 
United States, presents those social and geographic characteristics that are 
most favorable to the growth of co-operation; yet measured by the European 
standard, co-operation, even in New England, has been a failure. Producers’ 
co-operative associations have been attempted quite frequently, but the 
inevitable tendency of these associations has been to drift into joint-stock 
companies. Consumers’ co-operative associations have met with more success. 
The New England Protective Union, whose objects were partly fraternal, partly 
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economic, was formed in 1845, and at one time was composed of 700 buying 
associations, few of which survived the Civil War. The Sovereigns of Industry, 
organized on a purely economic basis, controlled numerous co-operative stores; 
but this movement disappeared in the crisis of 1878. More recently, in con- 
nection with the grange associations, co-operation, in the form of stores, buying 
clubs, and trade-discount arrangements with retailers, has had considerable 
success. The co-operative sale of produce has been carried on with profit by 
the small farmers and dairymen. Employees of department stores have 
banded themselves into buying associations with some success. 

The author attributes the slow growth of co-operation in New England to 
lack of business experience on the part of the members of the societies; the 
admixture of social and political objects with the true co-operative object; 
unsympathetic laws which deter the formation of incorporated societies; the 
cosmopolitan nature of the population; and the lack of any scheme of federation 
among the various branches of co-operative activity. Those co-operative 
ventures that have been most successful have been fostered by the state grange 
federations. 

Co-operation flourishes where thrift and want exist side by side; and the 
fact that this phenomenon is rare in this country is one of the fundamental 
causes of the comparative failure of the movement in America. However, one 
hesitates to add anything to Dr. Ford’s comprehensive analysis; his conclusions 
are the results of a thorough and personal investigation of co-operation, in 
New England and in Europe. 


Syndicalism: A Critical Examination. By J. Ramsay MACDONALD. 
Chicago: Open Court Publishing Co., 1912. 16mo, pp. 74. 60 cents. 
The leader of the British Labor party has expanded into a slim volume six 

articles on syndicalism published in the Daily Chronicle in May, 1912. His 

point of view is that of a trade-unionist who believes that progress for organized 
labor lies in “operating in the factory and workshop, keeping alive labor issues 
and labor demands,” while acting with a Parliamentary party which steadily 
changes social organization and secures the permanence of every gain acquired. 

Naturally Mr. Macdonald has followed closely the progress of syndicalism and 

writes with easy knowledge and sharp journalistic stroke of its activities, albeit 

he does not fail to put the case against it and gives home thrusts with the 
vigor one expects when a labor leader writes of an insurgent wing of the same 
movement. 

He attacks syndicalism really from three standpoints: its philosophy, its 
program, and its leaders. Its philosophy is esoteric. Sorel is the philosopher- 
poet of force, and is to be interpreted as a Bergson disciple who has mis- 
takenly thrown over the critical intellect to follow Nietzsche and inspired 
feeling. The program of the general strike hits the poorest wage-earners first 
and most heavily, and leads only to violence. Sabotage and similar methods 
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“rouse in society reactionary passions and prejudices which defeat the work of 
every agency making for the emancipation of labor.’”’ The leaders of syndi- 
calism are agitators rather than organizers or administrators. Haywood is the 
embodiment of the Sorel philosophy—“ useless on committee, a torch amongst 
a crowd of uncritical and credulous workmen.” 

The single service, in Mr. Macdonald’s opinion, that syndicalism has done 
is, “its emphasizing that organized labor must not go to sleep in the belief that 
others are doing its work.” It is fair to note here that the chapter on the 
movement in Great Britain fails to convince. The writer asserts with respect 
to railways and mines that “the revival of trade-union activity was erroneously 
identified with the syndicalist movement,” and declares that “all that is 
happening in England at present is that trade-unionism as an active force is 
reviving.” This appears disingenuous in the light of his general admission that 
syndicalism has quickened organized labor and in view of his reference to a 
House of Commons debate on syndicalism when labor activity was at its 
height. Despite this bias, which may be equated, the book gives a short, 
clear, and simple presentation of its subject. 


Modern Philanthropy. By Wrtttam H. ALLEN. New York: Dodd, 
Mead & Co., 1912. 12mo, pp. 16+437. $1.50 net. 

Several thousand letters of appeal sent to Mrs. E. H. Harriman, soliciting 
in the aggregate $267,000,000, were turned over to the Bureau of Municipal 
Research for study. The analysis of these letters has furnished Dr. Allen, 
the bureau’s director, with a framework for the development of his theories of 
modern philanthropy. The appeals, from both individuals and institutions, 
were examined with minute, sympathetic care; none was too trivial, none was 
too bold to justify its discard before its social lesson was learned, for even 
“‘misfortune’s crank is often prosperity’s philosopher.”” The complementary 
side of the problem is studied in turn—that of giving and the giver; and the 
vagrant or arbitrary methods too often followed lead the author to work out in 
practical detail his constructive theory of what giving should rightly be. 

A clearing-house for givers is the subject of the third section of the book. 
This is but an elaboration of an ideal which is prevalent throughout modern 
charity organization, if as yet only partly attained. Dr. Allen’s particular 
contribution to this phase of charity technique is his emphasis on the side of the 
appeal and the duty of the clearing-house to aid in making the appeal adequate 
and effective. What he conceives to be the rights, and, conversely, the re- 
sponsibilities of givers the author groups together at the end of the book in 
his ‘‘ Magna Charta for Givers.” 

Two themes are constantly reiterated throughout. One is the right, the 
duty, of the institution to appeal, but only in the frankest, most honest, and 
above-board manner; the other is the duty of the giver, not only to respond to 
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honestly, adequately presented appeals, but also to search out causes and 
create needed organizations. 

Unquestionably Modern Philanthropy is full of suggestions worth while for 
government administrators, for big givers, for small givers, and for appealers. 
The reader must regret the obscurity of the diction; he cannot agree with all 
the author proposes; he may resent the latter’s rather dogmatic attitude; but 
he will be impressed with the practical expedients suggested and stimulated 
by the broad social outlook. 


Social Welfare in New Zealand. By Hucu H. Lusk. New York: 
Sturgis & Walton, 1913. 8vo, pp. 287. $1.50. 

The aim of this book is to show what can be done by a government inter- 
ested in people rather than in property. The author divides it into four parts. 
The first is a general prospectus of the economic status of society, past and 
present; the second, an account of the economic development of New Zealand 
as affected by government action; the third, a treatment of the different 
spheres of governmental activities into which New Zealand has entered, 
especially in the period of the last twenty years, which is designated as the era 
of state socialism; and the fourth, a statement of the conclusions to be drawn 
from the experience of New Zealand and from an observation of the needs of 
other countries, in particular the United States. The second and third 
divisions are the meat of the book. The statements in them are based on official 
statistics as recent as the beginning of 1912. They are of interest because they 
describe in a concise manner a present-day experiment in governmental inter- 
ference with private enterprise. Whether or not one can agree with the 
author’s conclusions regarding the value of state socialism for other countries, 
the graphic account of New Zealand’s experience makes the book well worth 
the reading. 


The New Competition. By A.J.Eppy. New York: D. Appleton & Co., 
1912. 8vo, pp. 375. $2.00 net. 

The purpose of the author in writing this book is to show, first, the destruc- 
tiveness of the old competitive methods, second, the danger in the combina- 
tion which may be the outgrowth of the old competition, and third, the possi- 
bility and desirability of a new competition. By the new competition the 
author means the existence of a state of open competition, free from secret 
practices and methods, and maintained by competitors’ associations with 
the assistance of the government. 

“The essence of competition,” says the author (p. 82), “‘lies in the element 
of knowledge; it is real, true, and beneficial in proportion to its openness and 
frankness, its freedom from secrecy and underhand methods.” 
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The work is chiefly concerned with a plan for the establishment of competi- 
tors’ associations, which are to be called open-price associations, to exercise the 
function of maintaining this open policy. The structure of these is worked out 
in minutest detail and the task of establishing the certainty of their successful 
operation is the burden of the argument. While the author’s serious purpose is 
commendable, it cannot be said that his implicit confidence in his remedy, un- 
supported as it is by careful analysis, contributes to the interest or value of 
the book. 


The Agricultural Activities of the Jews in America. By LEONARD G. 
Rosinson. New York: The American Jewish Committee, 1912. 
16mo, pp. 96. 

This brief survey of the circumstances which have led to a movement of 
Jewish agricultural colonization in various countries, the attendant difficulties, 
and the measure of success, appears to indicate that the venture, though still in 
its incipiency, has possibilities for the future. Especially does this seem to 
apply to particularly favorable countries such as Palestine and the United 
States. Here the control and direction are passing out of the hands of the 
original and somewhat philanthropic Jewish associations into the hands of the 
colonists themselves. It is contended that the failures have been due in the 
main to such circumstances as would naturally arise from a too hasty thrusting 
of a people, improperly equipped, into a new situation, rather than to any 
inherent lack of adaptability to the calling. On the other hand, the modern 
spirit of co-operation which appears to be growing in some farm communities 
seems to appeal particularly to the Jew, and, in connection with the general 
improvement in farm conditions, leads the author to predict a great extension 
of Jewish agriculture. 


Change in the Village. By GEORGE BouRNE. New York: George H. 
Doran Co., 1912. 8vo, pp. vilit+308. $1.35 net. 

This book describes the transformation of a certain English parish in 
which the old peasant civilization, in close contact with the soil, is gradually 
broken down by a new economic order, and gives way to a period of mental 
and moral apathy out of which apparently the village is just emerging to enter 
upon a new era of broader social life. The book is written from a sociological 
and ethical point of view, and only such economic material is introduced as 
will serve the purpose in hand. The author’s intimate knowledge of the local 
situation; his careful, minute observations, and the evident caution with 
which he attempts generalizations give the study the quality of scientific work. 





